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TO  OUR  READERS: 

The  Office  of  the  Comptroller  of  the  Currency  is  pleased  to  announce  a  new  publication,  the  Quarterly  Journal  It 
is  designed  to  be  the  journal  of  record  for  the  Office’s  most  significant  actions  and  policies.  The  journal  will  be 
issued  in  February,  May,  August  and  November. 

We  are  enthusiastic  about  this  new  undertaking  because  it  should  provide  information  in  a  timely  and  compre¬ 
hensive  manner.  The  report  will  contain  policy  statements,  decisions  on  banking  structure,  selected  speeches 
and  testimony,  material  now  released  in  the  interpretive  letters  series,  past  due  loans  mailings,  summaries  of  en¬ 
forcement  actions  and  other  statistical  releases.  In  addition,  the  journal  will  include  articles  by  the  Office’s  re¬ 
search  staff  and  examiners,  as  well  as  information  which  has  not  generally  been  available  to  the  public. 

This  pilot  issue  of  the  Quarterly  Journal  covers  the  first  half  of  1981,  followed  in  February  1982  by  Volume  1, 
Number  1,  which  will  continue  to  report  OCC's  1981  activities.  Volume  1,  Number  2,  in  May  1981,  will  be  the 
OCC  s  Annual  Report  issue;  it  will  include  year-end  1981  statistics,  as  well  as  information  on  the  OCC's  legal  and 
regulatory  activities  and  the  structure  of  the  national  banking  system  for  the  first  quarter  of  1982.  Thereafter,  the 
Quarterly  Journal  will  include  regulatory  and  structure  materials  for  the  most  recent  quarter  and  statistics  for  the 
previous  quarter. 

Every  national  bank  will  automatically  receive  a  single  subscription  free  of  charge.  Other  subscriptions  are 
available  for  $50  a  year  from  the  Publications  Control  Office — QJ,  Office  of  the  Comptroller  of  the  Currency, 
Washington,  D.C.  20219.  Subscriptions  will  run  from  February  through  November  and  may  be  ordered  on  the 
form  on  the  back  of  this  page. 

We  hope  that  the  Quarterly  Journal  is  both  useful  and  informative.  If  you  have  suggestions,  comments  or  ques¬ 
tions,  please  send  them  to: 

Communications  Division, 

Office  of  the  Comptroller  of  the  Currency, 

Washington,  D.C.  20219. 
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Charles  E.  Lord 

First  Deputy  Comptroller  of  the  Currency 
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Payment-Capped  Mortgage  Plans 


The  mortgage  market  in  the  United  States  is  chang¬ 
ing  dramatically.  From  the  1930’s  until  the  late  1970’s, 
it  was  dominated  by  long-term  fixed  rate  mortgage 
loans;  however,  high  and  unpredictably  volatile  inter¬ 
est  rates  increased  the  risk  associated  with  such  lend¬ 
ing  and  stimulated  the  development  of  mortgage  in¬ 
struments  that  provide  for  risk  sharing  between  the 
borrower  and  lender.  Adjustable-rate  mortgages 
(ARM’s)  share  risk  by  linking  the  interest  rate  on  the 
loan  to  a  predetermined  interest  rate  index.  When  that 
interest  rate  index  changes,  the  rate  on  the  loan 
changes  and,  typically,  the  amount  of  the  monthly  pay¬ 
ment  is  reset  so  that  it  will  amortize  the  outstanding 
balance  over  the  remaining  loan  term. 

In  late  1980,  several  mortgage  lenders  began  offer¬ 
ing  adjustable-rate  mortgages  with  limits  on  the  size  of 
periodic  changes  in  monthly  payments  but  no  limits  on 
the  interest  rate  adjustments.  Those  are  called 
payment-capped  mortgages  (PCM’s).  PCM’s  provide 
for  frequent  {e.g.,  quarterly)  and  often  unconstrained 
interest  rate  adjustments  which  keep  the  mortgage 
rate  at  a  fixed  margin  over  the  short-term  security  rate 
used  as  the  index.  The  monthly  payments  on  a  PCM, 
on  the  other  hand,  are  fixed  for  considerably  longer 
periods  (e.g.,  5  years).  Changes  in  the  interest  rate, 
therefore,  are  reflected  in  the  rate  at  which  principal  is 
repaid.  If  interest  rates  rise  to  a  level  such  that  the 
fixed  monthly  payment  does  not  cover  the  monthly  in¬ 
terest  charge,  the  shortfall  is  added  to  principal  and 
negative  amortization  occurs — that  is,  the  outstanding 
loan  balance  increases  rather  than  decreases.  Con¬ 
versely,  if  interest  rates  decline,  principal  is  repaid 
more  rapidly  than  scheduled. 

At  the  end  of  each  fixed-payment  period,  the 
amount  of  the  monthly  payment  is  adjusted.  Changes 
in  monthly  payments  are  limited  for  the  first  20  or  25 
years  of  the  loan.  A  typical  limitation  is  that  at  each 
payment  adjustment  the  payment  increase  cannot  rise 
by  more  than  25  percent.  During  the  last  5  or  10  years 
of  the  loan,  however,  the  payment  cap  is  removed  and 
the  amount  of  the  payment  is  increased  to  the  level 
necessary  to  ensure  full  amortization  by  the  end  of  the 
loan  term. 

Benefits  and  Dangers 

Many  lenders  find  the  frequent  and  uncapped  inter¬ 
est  rate  adjustments  allowed  by  PCM’s  attractive.  With¬ 
out  arbitrary  limits  on  the  adjustments  they  may  make 
to  interest  rates,  lenders  can  maintain  a  constant  inter¬ 
est  rate  margin  and  transfer  most  interest  rate  change 


risk  to  borrowers.  Some  borrowers  are  willing  to  ac¬ 
cept  that  risk  and  find  payment-capped  mortgages 
more  appealing  than  interest  rate  capped  ARM's  be¬ 
cause  the  monthly  payment  amount  is  held  constant 
for  relatively  long  periods  of  time  and  the  maximum 
payment  increase  during  the  first  20  or  25  years  of 
the  loan  is  known  at  the  beginning  of  the  loan  term. 

Along  with  their  obvious  benefits,  PCM’s  raise  a 
number  of  concerns.  Infrequent  and  relatively  small 
payment  adjustments  accompanied  by  significant  in¬ 
creases  in  the  mortgage  rate  represent  a  "buy  now, 
pay  later"  approach  to  mortgage  financing  that  is  trou¬ 
blesome.  If  payment  caps  are  binding  for  several  con¬ 
secutive  payment  adjustments,  the  monthly  payment 
may  be  well  below  the  amount  required  to  fully  amor¬ 
tize  the  loan.  On  the  other  hand,  if  payments  change 
frequently  or  by  a  great  amount,  payment  stability,  the 
principal  benefit  to  the  borrower,  is  lost. 

The  possibility  of  extensive  negative  amortization  is 
of  special  concern  because  it  introduces  new  ele¬ 
ments  of  risk  into  the  mortgage  contract  for  both  the 
borrower  and  the  lender.  If,  as  is  possible  under  cer¬ 
tain  interest  rate  scenarios,  the  outstanding  loan  bal¬ 
ance  rises  substantially  and  continuously  over  much  of 
the  loan  term,  full  repayment  will  require  either  a  sharp 
increase  in  monthly  payments  during  the  final  years  of 
the  loan  or  a  balloon  payment  at  maturity.  If  the  bor¬ 
rower  sells  the  property  prior  to  maturity,  it  becomes 
possible,  under  certain  economic  conditions,  that  the 
outstanding  loan  amount  may  exceed  the  sale  price  of 
the  mortgaged  property. 

Lenders  that  offer  PCM’s  have  addressed  the  poten¬ 
tial  problems  associated  with  negative  amortization  in 
a  number  of  ways.  Some  lenders  reduce  the  likelihood 
that  the  monthly  interest  charge  will  exceed  the 
monthly  payment  by  limiting  interest  rate  changes  or 
by  using  relatively  slow  moving  interest  rate  indexes 
Other  lenders  limit  negative  amortization  explicitly  by 
absorbing  additions  to  the  outstanding  loan  balance 
beyond  a  fixed  percentage  of  the  original  loan  amount, 
by  forgoing  interest  on  unpaid  accrued  interest,  i.e  , 
not  charging  interest  on  interest;  or  by  limiting  the  bor¬ 
rower’s  liability  if  the  loan  is  prepaid  prior  to  maturity 
Also,  relaxing  the  payment  cap  after  15  or  20  years  al¬ 
lows  the  payment  to  be  adjusted  to  a  fully  amortizing 
level.  That  can  produce  a  relatively  large  payment  in¬ 
crease  but  reduces  the  likelihood  that  a  sizeable  bal¬ 
loon  payment  will  be  due  at  the  end  of  the  loan  term 

Because  of  the  broad  differences  between  payment- 
capped  mortgages  and  fixed  rate  or  other  types  of 
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adjustable-rate  mortgages,  the  disclosure  of  informa¬ 
tion  related  to  PCM  programs  is  critical.  Lenders  have 
an  obligation  to  ensure  that  borrowers  have  sufficient 
information  to  allow  them  to  understand  both  the  me¬ 
chanics  of  the  loan  and  the  implications.  Borrowers 
should  understand  the  potential  for  negative  amortiza¬ 
tion  and  the  effect  it  may  have  on  their  accumulation  of 
equity,  the  possibility  of  a  balloon  payment  at  the  end 
of  the  loan  term,  and  the  potential  effects  of  uncon¬ 
strained  interest  rate  adjustments.  Information  dissemi¬ 
nated  through  brochures,  disclosure  statements  and 
periodic  documentation  of  a  loan's  history  should  be 
accurate,  easily  understood  and  comprehensive. 

PCM’s  at  National  Banks 

Most  payment-capped  mortgage  plans  do  not  con¬ 
form  to  several  of  the  limitations  in  12  CFR  29,  the  Of¬ 
fice  of  the  Comptroller  of  the  Currency  (OCC)  regula¬ 
tion  governing  adjustable-rate  mortgage  lending  by 
national  banks.  However,  because  the  OCC  believes 
that  innovation  and  market  experimentation  may  bene¬ 
fit  both  borrowers  and  lenders,  the  development  of 
PCM’s  was  not  curtailed.  Instead,  the  regulation  re¬ 
quires  that  national  banks  with  payment-capped  mort¬ 
gage  programs  at  the  time  the  regulation  was  issued 
must  submit  documents  related  to  such  programs  to 
the  OCC  for  review.  Banks  were  allowed  to  continue 
making  loans  under  those  programs,  pending  notifica¬ 
tion  of  the  results  of  the  OCC  review. 

Banks  that  wish  to  offer  PCM's  but  which  did  not 
have  such  a  program  when  the  regulation  was  issued 
must  submit  copies  of  all  proposed  program  loan  doc¬ 
uments  and  disclosure  forms  and  may  not  offer  PCM's 
until  the  OCC  reviews  that  proposal.  The  OCC  has  60 
days  to  review  each  proposed  program  and  to  notify 
the  lender  of  any  required  changes. 

To  date,  approximately  20  national  banks  have  sub¬ 
mitted  PCM  plans  for  review.  Most  lenders  plan  to 
base  interest  rate  adjustments  on  movements  in  a 
short-term  interest  rate  (either  the  13-  or  the  26-week 
Treasury  bill  rate),  but  others  plan  to  use  a  less  volatile 
index  such  as  a  moving  average  of  short-term  rates  or 
the  rate  on  3-year  Treasury  securities.  Similarly,  the 
frequency  and  magnitude  of  payment  adjustments  dif¬ 
fer  among  lenders.  Some  plans  call  for  payment  ad¬ 
justments  as  frequently  as  every  30  months,  while 
others  keep  payments  level  for  as  long  as  5  years 


Thus  far,  the  OCC  has  required  only  minor  modifica¬ 
tions  in  the  design  of  most  of  the  program  plans.  Sev¬ 
eral  of  the  plans  submitted  did  not  allow  reductions  in 
the  monthly  payment  below  the  original  level,  regard¬ 
less  of  movements  in  the  interest  rate.  If  interest  rates 
decline  dramatically,  such  a  restriction  would  force  the 
borrower  to  prepay  the  loan.  The  OCC  believes  that 
the  decision  to  prepay  should  be  left  to  the  borrower 
and,  therefore,  has  required  that  limitations  on  in¬ 
creases  and  decreases  in  payments  be  symmetrical. 
Another  change  required  in  a  number  of  programs  re¬ 
lates  to  the  determination  of  the  initial  interest  rate. 
Some  banks  proposed  setting  the  initial  interest  rate 
(used  to  set  the  initial  payment  level)  below  that  im¬ 
plied  by  the  current  value  of  the  index.  Because  that 
rate  would  apply  only  for  a  relatively  small  portion  of 
the  loan’s  life,  it  would  not  reduce  the  cost  of  the  loan 
in  any  meaningful  way.  The  OCC  expressed  the  con¬ 
cern  that  an  artificially  low  initial  interest  rate,  and  the 
publicizing  of  the  loan  as  carrying  that  rate,  might  mis¬ 
lead  borrowers  into  believing  that  the  interest  rate  on 
the  payment-capped  mortgage  was  below  market 
rates.  Although  that  perception  might  be  correct  at  the 
time  the  loan  is  originated,  it  would  not  be  correct  after 
the  first  interest  rate  adjustment.  The  OCC,  therefore, 
has  required  PCM  lenders  to  base  the  initial  interest 
rate  on  the  current  index  value  in  the  same  manner  as 
subsequent  interest  rates  will  be  determined. 

Substantial  changes  in  some  lenders’  disclosure 
documents  have  been  required.  In  addition  to  meeting 
the  disclosure  requirements  outlined  in  the  ARM  regu¬ 
lation,  PCM  lenders  must  make  disclosures  specifically 
related  to  the  explanation  of  negative  amortization.  The 
example  showing  the  effect  of  a  rapidly  rising  interest 
rate  on  a  PCM  loan  must  show  the  effects  of  negative 
amortization  on  the  outstanding  loan  balance  and  the 
change  in  payment  amount  that  would  occur  when  the 
payment  cap  is  removed.  The  periodic  notices  of 
changes  in  the  interest  rate  and  monthly  payment  must 
show  what  the  fully  amortizing  monthly  payment  would 
be  when  it  differs  from  the  actual  monthly  payment. 


David  Nebhut 
Financial  Economist 

Division  of  Banking  Research  and  Economic  Analysis 
Office  of  the  Comptroller  of  the  Currency 
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National  Banks’  Use  of  Interest  Rate  Futures 
Contracts 


Changing  financial  markets,  increased  nonbank 
competition  and  high  and  volatile  interest  rates  in  re¬ 
cent  years  have  made  banking  an  increasingly  com¬ 
plex,  risky  and  expensive  business.  Bankers  have 
been  looking  for  means  to  lessen  that  expense  and 
risk.  Interest  rate  futures  contracts  provide  a  means  of 
doing  that  and  have  become  an  increasingly  popular 
tool  for  bankers. 

Since  1976,  the  Office  of  the  Comptroller  of  the  Cur¬ 
rency  (OCC)  has  been  gathering  information  and  ex¬ 
perience  on  national  banks’  futures  strategies  and  op¬ 
erational  and  control  strengths  and  weaknesses.  This 
article  presents  some  of  that  experience. 

Background 

Interest  rate  futures  contracts  are  considered  com¬ 
modities  contracts.  The  National  Bank  Act  does  not 
deal  with  national  banks'  participation  in  commodities 
markets,  and  most  state  laws  have  been  similarly  si¬ 
lent.  With  the  growth  in  the  interest  rate  futures  market, 
the  OCC  has  ruled  that  the  use  of  interest  rate  futures 
may  be  allowable  as  incidental  to  the  business  of 
banking  under  12  USC  24  (Seventh).  That  paragraph, 
which  lists  the  expressed  powers  conferred  on  na¬ 
tional  banks,  also  includes  the  language:  "all  such  in¬ 
cidental  powers  as  shall  be  necessary  to  carry  on  the 
business  of  banking."  Thus,  the  OCC  has  allowed  na¬ 
tional  banks  to  use  interest  rate  futures  if  their  use  re¬ 
lates  to  legally  permissible  banking  activities. 

Interest  rate  futures  are  useful  to  banks  in  reducing 
the  risk  of  loss  from  interest  rate  fluctuations  on  corres¬ 
ponding  cash  transactions.  Although  such  a  strategy, 
properly  implemented,  can  reduce  risk,  incorrectly 
used  it  may  be  harmful  and  provides  no  substitute  for 
a  prudent  approach  to  banking.  Some  degree  of  spec¬ 
ulation  is  inherent  in  banking;  however,  the  OCC  dis¬ 
courages  excessive  speculation.  The  risks  in  a  bank¬ 
ing  activity  must  be  moderate  and  manageable  for  it  to 
be  acceptable  to  regulators,  Congress  and  the  public. 
Leverage  transactions  such  as  futures  purchases  and 
sales,  therefore,  also  must  be  approached  in  a  moder¬ 
ate  fashion  and  must  be  very  carefully  managed. 

Policy  Requirements  for  National  Banks  Involved  in  the 
Futures  Market 

As  with  every  banking  activity,  the  initial  step  toward 
prudent  management  of  futures  activities  is  the  estab¬ 
lishment  of  written  policies  endorsed  by  the  participat¬ 
ing  bank's  board  of  directors. 


Such  policies  should  be  specific  enough  to  outline 
acceptable  futures  strategies  and  to  relate  them  to  the 
investment,  funds  management  and  securities  dealer 
strategies  already  in  place  in  the  bank.  The  old  adage 
that  specific  written  policies  limit  the  flexibility  of 
traders  is  not  acceptable.  If  bank  management  cannot 
operate  within  the  confines  of  a  reasonable  policy,  the 
bank  should  not  be  involved  in  the  buying  or  selling  of 
futures.  Policies  should  consider  the  bankwide  impact 
of  various  futures  strategies.  A  particular  strategy  to  re¬ 
duce  specific  interest  rate  risks  makes  little  sense  if  it 
introduces  additional  risks  elsewhere. 

If  risks  assumed  through  the  use  of  futures  are  to  be 
manageable,  written  policies  must  include  personnel 
authorizations  and  limits  on  the  extent  to  which  futures 
contracts  can  be  employed  in  specific  strategies.  Dol¬ 
lar  limits  should  be  reasonable  relative  to  the  contem¬ 
plated  strategy  and,  in  total,  should  reflect  the 
institution’s  ability  to  meet  its  overall  commitments 
They  cannot  be  developed  in  a  vacuum. 

Regulatory  personnel  should  be  able  to  relate  the  al¬ 
lowable  level  of  futures  contract  positions  to  similar 
limits  on  corresponding  cash  positions  in  which  the 
bank  may  become  involved.  Personnel  should  only  be 
authorized  to  purchase  and  sell  futures  contracts  in 
amounts  reasonably  corresponding  to  their  authorities 
in  the  cash  markets. 


Operational  and  Control  Systems  for  Bank  Futures 
Transactions 

Because  futures  undertakings  are  relatively  new  to 
most  banks,  the  OCC  is  taking  particular  care  to  en¬ 
sure  that  participating  national  banks'  operational  and 
control  systems  are  equal  to  the  task 

Every  national  bank  that  wishes  to  buy  or  sell  futures 
contracts  is  being  required  to  develop  detailed  work 
processing  and  management  reporting  systems  Op¬ 
erational  systems  should  be  designed  to  accurately 
process  and  record  each  transaction  All  futures  rec¬ 
ordkeeping  systems  should  be  maintained  on  a  trade 
date  or  committed  basis.  Recordkeeping  systems 
should  provide  audit  trails  and  be  sufficiently  detailed 
to  permit  internal  auditors  and  bank  examiners  to  de¬ 
termine  if  the  activities  conform  with  predetermined 
objectives,  strategies  and  limitations 

Futures  positions  used  to  reduce  risk  in  asset  liability 
funding  strategies  should  be  supported  by  interest 
rate  and  balance  sheet  projections  and  detailed  asset 
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liability  committee  meeting  minutes  which  outline  the 
objectives  and  strategies  to  be  used  in  meeting  those 
objectives  Management  reports  addressing  futures 
should  include  outstanding  positions,  profits  and 
losses  on  a  gross  basis  and,  in  the  case  of  measur¬ 
able  "hedge”  strategies,  on  a  net  basis. 

Operational  internal  controls  should  require  that: 

•  Incoming  confirmations  and  margin  disburse¬ 
ments  be  compared  by  someone  completely  in¬ 
dependent  of  the  purchase  and  sale  function; 

•  Statement  reconcilement  and  records  posting 
be  performed  by  personnel  who  are  rotated  on 
a  regular  basis; 

•  Corporate  resolutions  which  indicate  personnel 
authorities  and  trade  limits  and  which  specify 
details  concerning  confirmation  and  statement 
and  margin  run  mailings  be  filed  with  all  com¬ 
modities  dealers  transacting  business  with  the 
bank; 

•  Numerical  accountability  for  the  forms  used  to 
process  futures  transactions  be  maintained, 
i.e.,  prenumbered  forms  be  periodically  recon¬ 
ciled;  and 

•  Audit  programs  which  include  training  in  futures 
use  and  strategies  be  designed  before  futures 
trading  begins. 

OCC's  Experience  with  National  Banks  Involved  in  the 
Futures  Market 

Since  1976,  each  national  bank  that  wishes  to  en¬ 
gage  in  futures  or  forwards  contract  activities  has 
been  required  to  file  a  statement  with  the  OCC.  That 
statement  must  include  the  bank’s  objectives,  detailed 
strategies  (including  dollar  limits  on  each  strategy), 
managerial  and  control  policies,  written  operating  pro¬ 
cedures  and  audit  programs. 


The  most  common  problems  that  have  been  found 
in  those  filings  result  from  a  lack  of  coordination  within 
the  filing  bank.  Most  filings  that  had  to  be  rejected  or 
questioned  had  been  prepared  by  securities  traders 
who  seemingly  had  not  consulted  with  their- bank's  au¬ 
ditors,  accountants,  systems  managers  or  control  de¬ 
partment  personnel.  OCC  found  that  many  bank  offi¬ 
cers  have  a  lot  to  learn  about  futures  and  many 
commodities  sales  representatives  have  a  lot  to  learn 
about  banking,  but  that’s  no  surprise. 

Some  banks  were  found  to  have  established  less 
than  adequate  recordkeeping  systems.  In  those 
cases,  they  were  advised  by  OCC  to  improve  them.  In 
a  few  cases,  continuous  use  of  short  hedges  against 
investment  portfolios  has  caused  some  problems 
when  bank  management  has  chosen  to  take  futures  in¬ 
come  without  recognizing  the  attendant  increase  in 
portfolio  depreciation.  To  combat  that  situation,  banks 
are  being  encouraged  to  use  futures  short  hedge  in¬ 
come  to  offset  portfolio  losses  while  upgrading  port¬ 
folio  yields. 

The  OCC’s  approach  to  national  banks’  use  of  inter¬ 
est  rate  futures  has  been  and  remains  relatively  flexi¬ 
ble.  Futures  are  simply  another  tool  available  to 
bankers  which  can  be  beneficial  if  properly  managed 
or  potentially  disasterous  if  imprudently  used.  The 
OCC  does  not  want  to  unduly  restrict  national  banks' 
use  of  futures,  but  does  want  to  ensure  that  participa¬ 
tion  in  the  market  does  not  increase  the  risk  to  the  par¬ 
ticipating  bank  or  to  the  national  banking  system  as  a 
whole. 


Owen  Carney 
Director 

Investment  Securities 

Office  of  the  Comptroller  of  the  Currency 
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Staff  Paper  Series 


The  Office  of  the  Comptroller  of  the  Currency  produces  research  and  issue  papers  on  an  irregular  basis  which  are 
released  through  its  Staff  Paper  series.  Papers  released  since  January  1981  are  listed  below,  with  brief  synopses 
Individual  papers  may  be  requested  from  the  Communications  Division — Staff  Papers,  Office  of  the  Comptroller  of 
the  Currency,  Washington,  D  C.  20219. 


1981-1  “Prices  Paid  by  Foreign  Interests  to  Acquire 
U.S.  Banks” — Thomas  A.  Loeffler  and  William  A. 
Longbrake 

This  study  reviews  the  factors  affecting  acquisition 
motives  and  valuation  and  examines  the  evidence  per¬ 
taining  to  the  prices  paid  by  foreign  investors  to  ac¬ 
quire  U.S.  banks.  Two  primary  motives  for  such  acqui¬ 
sitions  are  postulated:  (1)  Foreign  interests  may 
perceive  the  opportunity  to  enhance  profitability  of  the 
target  bank  and/or  (2)  the  acquirer  may  be  seeking  to 
diversify  by  entering  the  U.S.  market.  In  the  first  situa¬ 
tion,  prices  paid  would  be  expected  to  be  comparable 
to  those  paid  by  domestic  banks.  In  the  second,  for¬ 
eign  acquirers  would  be  expected  to  pay  a  premium  to 
make  the  initial  penetration  into  the  market  The  evi¬ 
dence  indicates  that  foreign  interests  have  paid  pre¬ 
miums  to  acquire  U.S.  banks  in  excess  of  those  paid 
by  domestic  firms.  That  finding  suggests  that  the  hy¬ 
pothesis  of  diversification  premiums  is  warranted.  Fur¬ 
ther,  it  suggests  that,  absent  the  diversification  motive, 
foreign  acquisitions  would  be  priced  comparably  to 
domestic  acquisitions  except  where  structural  obsta¬ 
cles  precluded  potential  domestic  acquirers. 

1981-2  “Selected  Bibliography:  Foreign  Banking  in 
the  U.S.  and  Related  Aspects  of  International 
Banking” — Diane  Page 

This  listing  includes  current  sources  on  the  topic  of 
foreign  banking  activities  in  the  United  States  and  re¬ 
lated  aspects  of  the  larger  topic  of  international  bank¬ 
ing.  The  bibliography  contains  all  major  works  con¬ 
sulted  in  developing  the  papers  on  foreign  acquisition 
and  control  of  U.S.  banks  published  in  the  OCC  Staff 
Paper  series  during  1980. 

1981-3  “An  Analysis  of  Bank  Loan  Rate  Indexa¬ 
tion” — Christopher  M.  James 

This  paper  explores  the  economic  incentives  for  the 
use  of  loan  commitments,  why  loan  rates  are  tied  to 
the  prime  rate,  and  the  impact  of  indexation  on  the  al¬ 
location  of  bank  credit.  The  traditional  explanation  for 
the  use  of  loan  commitments  is  that  they  provide  bor¬ 
rowers  with  insurance.  However,  the  restrictive  cove¬ 
nants  associated  with  such  commitments  may  limit  the 
insurance  provided  Rather  than  interpret  loan  commit¬ 
ments  primarily  as  risk-shifting  devices,  this  paper  fo¬ 
cuses  on  the  transaction  costs  associated  with  various 


contractual  arrangements.  In  particular,  the  transaction 
costs  associated  with  a  series  of  spot  market  transac¬ 
tions  are  shown  to  exceed  the  cost  of  a  loan  commit¬ 
ment  when  durable,  transaction-specific  assets  are 
needed.  While  the  bank  and  the  customer  incur  lower 
transaction  costs  by  using  commitments,  the  intertem¬ 
poral  nature  of  such  agreements  requires  that  both 
parties  formulate  rules  to  adjust  the  terms  of  the  con¬ 
tract  to  changes  in  the  market.  The  practice  of  tying 
loan  rates  on  commitments  to  changes  in  the  prime  af¬ 
fects  the  allocation  of  bank  credit;  above  prime  custo¬ 
mers  are  shown  to  receive  smaller  increases  in  their 
loan  rates  following  an  increase  in  the  cost  of  bank 
funds  than  without  indexation. 

1981-4  “An  Analysis  of  the  Impact  of  Deposit  Rate 
Ceilings  on  the  Market  Values  of  Stock  Savings  and 
Loan  Associations” — Larry  Y.  Dann  and  Christopher 
M.  James 

This  paper  examines  the  regulation  of  savings  and 
loan  associations’  deposit  interest  rates  and  reports 
evidence  pertaining  to  the  impact  of  the  administration 
of  regulation.  Since  1966,  when  the  regulation  of  inter¬ 
est  paid  to  depositors  at  savings  and  loan  associations 
began,  there  have  been  several  changes  in  the  maxi¬ 
mum  allowed  rate.  The  impact  of  those  changes  on  the 
value  of  stock  savings  and  loans  (S&L's)  is  investi¬ 
gated.  The  common  stock  price  performance  is  exam¬ 
ined  around  the  announcement  date  of  ceiling  rate 
changes.  The  major  finding  of  this  paper  is  that  stock 
S&L’s  have  experienced  statistically  significant  de¬ 
clines  in  value  at  the  announcement  of  the  removal  of 
ceilings  on  certain  consumer  (small  saver)  certificate 
accounts  and  the  introduction  of  short-term,  variable- 
rate  money  market  certificates.  No  decline  was  experi¬ 
enced  following  the  removal  of  ceilings  on  certificates 
of  deposit  of  $100,000  or  more.  The  findings  are  con¬ 
sistent  with  the  hypothesis  that  thrifts  have  earned 
rents  on  consumer  accounts  because  of  ceilings 

1981-5  "Some  Legal  Implications  of  Shared  Elec¬ 
tronic  Funds  Transfer  Systems” — Ellen  S.  Goldberg 

This  paper,  which  appeared  in  the  September  1981 
Banking  Law  Journal ,  provides  a  detailed  description 
of  the  services  offered  and  forms  of  ownership  that  ex¬ 
ist  for  several  types  of  electronic  funds  transfer  (EFT) 
systems.  Sharing  of  EFT  systems  has  become  increas¬ 
ingly  important  because  of  the  cost  structure  of  the 
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systems,  their  economies  of  scale  and  the  nature  of 
communications  networks.  This  paper  examines  the 
antitrust  aspects  of  shared  systems  and  the  branch 
banking  laws  as  they  relate  to  shared  systems.  The 
federal,  state  and  judicial  actions  are  reviewed,  and 
their  impact  and  that  of  future  actions  on  financial  insti¬ 
tutions  and  others  involved  in  providing  EFT  services  is 
analyzed. 

1981-6  “Joint  EFT  Investments  and  Bank  Service 
Corporations” — Raija  Bettauer 

This  paper,  which  appeared  in  the  May  1981  Bank¬ 
ing  Law  Journal ,  provides  a  discussion  of  whether  na¬ 
tional  banks  may  jointly  establish  and  operate  elec¬ 
tronic  funds  transfer  (EFT)  systems  under  a  separate 


corporate  identity.  Some  of  the  branching  and  antitrust 
problems  encountered  in  such  arrangements  are  also 
discussed.  The  paper  concludes  that  national  banks 
may  jointly  establish  and  operate  EFT  systems  under 
the  Bank  Service  Corporation  Act  and  that  customer 
terminals  established  by  joint  EFT  systems  need  not 
necessarily  be  regarded  as  branches  of  the  member 
banks.  Because  the  law  on  the  latter  point  is  still  unset¬ 
tled,  however,  banks  may  avoid  unnecessary  litigation 
by  sponsoring  the  system’s  terminals  as  their  own 
branches.  In  discussing  the  antitrust  implications  of 
joint  EFT  systems,  the  paper  concludes  that  such  sys¬ 
tems,  set  up  as  bank  service  corporations,  are  subject 
to  the  same  antitrust  considerations  as  other  similar 
joint  organizations. 
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Condition  of  the  National  Banking  System 


Interest  rates  in  the  U  S.  during  the  first  half  of  1981 
were  higher  but  less  volatile  than  during  the  same  per¬ 
iod  in  1980.  The  average  monthly  rate  on  federal 
funds,  an  important  source  of  short-term  financing  for 
commercial  banks,  ranged  from  a  high  of  19.1  percent 
in  January  to  a  low  of  14.7  percent  in  March  before  re¬ 
turning  to  the  high  in  June.  That  was  in  contrast  to  the 
corresponding  period  in  1980  when  the  810  basis 
point  range  on  that  average  rate  was  almost  twice  as 
broad:  17.6  to  9.5  percent.  The  prime,  a  benchmark 
rate  for  lending  to  large  corporate  customers,  ranged 
from  a  high  of  21.5  percent  in  January  to  a  low  of  17 
percent  in  April,  rising  again  to  reach  20  percent  by 
June.  Those  changes  bore  little  resemblance  to  the  ex¬ 
treme  variations  in  prime  during  the  first  half  of  1980 
when  rates  ranged  from  12  to  20  percent. 

Despite  the  sustained  high  interest  rates  in  the  finan¬ 
cial  markets,  national  banks  generally  operated  profit¬ 
ably.  Net  income  for  the  system  increased  8.7  percent 
over  the  corresponding  period  in  1980,  and  showed 
improvement  from  the  6.5  percent  increase  in  net  in¬ 
come  recorded  in  the  first  half  of  1980. 

Total  foreign  and  domestic  assets  of  t-he  national 
banking  system  totaled  $1,131  billion  at  the  end  of 
June  1981,  an  increase  of  $96  billion,  or  9.3  percent, 
over  the  total  for  the  previous  June.  Only  $36  billion  of 
that  increase  occurred  in  the  first  half  of  1980;  how¬ 
ever,  commercial  bank  assets  generally  increase  more 
rapidly  during  the  second  half  of  the  year.  Table  1 
compares  balance  sheet  figures  for  June  1981  and 
June  1980. 

Despite  the  sustained  high  level  of  interest  rates, 
loans  grew  9.3  percent,  or  $53  billion,  over  the  12- 
month  period,  keeping  pace  with  growth  in  total  as¬ 
sets.  The  trend  of  more  rapid  growth  in  foreign  office 
assets  was  interrupted  with  loans  in  domestic  offices 
growing  to  $487  billion.  That  9.5  percent  growth  was 
faster  than  the  rate  for  total  assets.  Total  assets  at  do¬ 
mestic  offices,  including  the  substantial  net  amount  of 
$20  billion  due  from  foreign  branches  and  subsidi¬ 
aries,  increased  9.9  percent.  Foreign  office  (including 
Edge  Act  subsidiaries  in  the  United  States)  assets,  ex¬ 
cluding  amounts  due  to  the  head  office,  totaled  $234 
billion,  21  percent  of  total  assets  in  the  national  bank¬ 
ing  system. 

Despite  the  overall  loan  growth,  residential  real  es¬ 
tate  lending  showed  the  effect  of  continuing  high  inter¬ 
est  rates  and  the  resulting  higher  cost  of  funds  to  the 
banks.  Total  holdings  of  residential  real  estate  mort¬ 
gages  at  domestic  offices  of  national  banks  increased 
only  7  percent  to  $86  billion.  Taking  up  the  slack  in  do¬ 
mestic  office  loan  growth  were  commercial  and  indus¬ 


trial  loans  which  grew  13  percent  to  $179  billion  and 
loans  to  financial  institutions  which  grew  25  percent  to 
$29  billion. 

National  banks  continue  to  diminish  the  importance 
of  securities  in  their  asset  portfolios.  Although  their  to¬ 
tal  holdings  increased  $14  billion,  that  is  an  increase  of 
only  8.5  percent  over  the  preceding  June,  somewhat 
below  growth  in  total  assets.  Such  holdings  account 
for  less  than  16  percent  of  total  assets. 

Although  total  domestic  deposits  increased  by  $60 
billion  over  June  1980  levels,  the  ratio  of  domestic  de¬ 
posits  to  total  assets  increased  less  than  half  a  per¬ 
centage  point  to  58.7  percent.  Demand  deposits  at 
domestic  offices  fell  $13  billion  as  depositors  moved 
their  balances  into  NOW  (negotiable  order  of  withdra¬ 
wal)  accounts,  defined  by  the  Federal  Reserve  Board 
as  savings  deposits.  Money  market  certificates,  a  spe¬ 
cialized  time  deposit  available  in  denominations  of 
$10,000  or  more,  grew  38  percent  to  $110  billion,  re¬ 
flecting  the  attractiveness  of  high  interest  rates  to 
savers.  That  resulted  in  a  jump  in  time  and  savings  de¬ 
posits  of  $73  billion  over  June  1980  levels,  a  growth 
rate  of  19  percent.  Deposits  at  foreign  offices  grew  by 
$11  billion,  an  increase  of  only  6  percent  over  June 

1980  levels,  in  contrast  to  the  growth  of  15  percent  ex¬ 
perienced  the  year  before.  Other  sources  of  pur¬ 
chased  funds  (federal  funds  transactions,  liabilities  for 
borrowed  money  and  Treasury  demand  notes)  re¬ 
bounded  in  importance,  growing  at  a  rate  of  11  per¬ 
cent,  slightly  faster  than  total  liabilities.  Eguity  capital 
increased  10  percent  over  its  June  1980  level  to  $6  bil¬ 
lion.  That  raised  the  aggregate  capital  to  asset  level  of 
the  national  banking  system  to  5.56  from  5.52  percent. 

Net  income  of  national  banks  during  the  first  half  of 

1981  was  $4.1  billion,  an  8.7  percent  increase  over  the 
corresponding  period  in  1980.  That  performance  was 
brighter  than  the  growth  in  net  income  for  the  first  half 
of  1980  but  still  slower  than  asset  or  equity  capital 
growth.  Both  return  on  assets  and  return  on  equity 
capital,  therefore,  declined  slightly.  A  similar  decline  in 
those  measures  occurred  during  the  first  half  of  1980 
Table  2  compares  income  for  the  first  half  of  1981  to 
similar  figures  for  the  first  half  of  1980 

Interest  and  fees  on  loans  totaled  $47  4  billion  dur¬ 
ing  the  first  6  months  of  1981  and  accounted  for  67 
percent  of  operating  income.  That  was  an  increase  of 
21.8  percent  over  the  same  period  in  1980  The  trend 
toward  greater  reliance  on  variable-rate  loans 
prompted  by  the  spiraling  interest  rates  in  the  1980's 
continued.  Large  national  banks  carry  63  percent  of 
their  $381 .5  billion  in  nonresidential  loans  on  an  adjust¬ 
able  rate  basis. 


7 


a> 

-O 

CCS 


CD 

CT> 


o'" 

CD 

<D 

C 

o 

"D 

"G 

C 

03 

O 

CD 

05 


O 

CD 

05 

C 

3  g 

GO  O 
-5C  — 

S  E 

■Q  r- 


o  c 

3 

03  O 


c  E 


CO  <3 


CJ 

CO 

2 

Q. 

03 

O 


O 

c 

CO 

CO 

.05 

■CD 

5 

.3 


2 

CD 

CO 

CO 


Change  June  30  1980- 
June  30,  1981 

Fully  consolidated 

Percent 

m  o  co  in  ■*- 

r—  co  in  cd 

m 

co 

8  5 

9.3 

10  4 

9.2 

' - 

CD  CO  00  CO 

T-  C\J  C\J  CO 

9.3 

coco^rcxjin^r 

co  ■*-  CO  CO  00  CD 

1  1 

6  6 

-56 

19  3 

56 

88 

CO  CO  CM  CO  C\J 

CJ)  CO  CO  CD  CO 
CM  i- 

9.3 

cm  cd  n-  cj) 
cd  oo  ^  cd 

10  2 

9  3 

— 

I 

o 

E 

<c 

$14,618 

5,020 

3,674 

4,106 

912 

13,712 

CO 

C\J 

CO 

52,586 

603 

51,983 

1,029 

1.870 

-38 

9,729 

96,122 

in  co  co  t-  cd 

CD-'—O'f—CMf'^- 

n  n  co  m  rr 
t-‘  Z  co' 

7^  1 

60,031 

-12,750 

72,781 

1 

11,238 

71,269 

CO'TOCO’- 

oo  o  cj)  m 
o  cm 

co  cm"  t-"  rZ 

90,547 

-244 

6 

539 

1,227 

4,046 

5.819 

96,122 

June  30,  1981 

4,453  banks 

Domestic 

offices 

$1 15,712 

50,435 

30,298 

77,623 

10,695 

1 

169,051 

40,386 

487,117 

6,242 

480,876 

8,230 

15,355 

1,197 

65,834 

896,641 

162,849 

406,515 

2,328 

40,124 

44,829 

7,865 

664,510 

215,456 

449,054 

o 

664,510 

- 1 

O  CM  O  N  CO 

co  co  in  oo 
o  o  cn  cm 
in  cn  co  t-‘  t-' 
(j)  m 

830,307 

3,335 

39 

12,261 

19,522 

31,176 

62,999 

896,641 

Consolidated 
foreign  and 
domestic 

$210,315 

50,564 

30,354 

78,295 

15,915 

175,128 

40,915 

620,513 

6,418 

614,095 

9,884 

16,474 

1,309 

63,012 

1,131,133 

162,849 

406,515 

2,328 

40,124 

44,829 

7,865 

664,510 

215,456 

449,054 

213,225 

877,735 

95,185 

9,082 

18,921 

1,464 

62,162 

1,064,550 

3,584 

39 

12,261 

19,522 

31,176 

62,999 

1,131,133 

June  30,  1980 

4,426  banks 

Domestic 

offices 

$1 10,233 

45,375 

26,549 

73,554 

8,632 

154,1 10 

i - 

37,201 

444,676 

5,652 

439,024 

7,312 

13,71 1 
1,212 
52,930 

815,735 

177,614 

335,102 

1,624 

41,442 

41,308 

7,389 

604,479 

228,206 

376,273 

o 

604,479 

86,546 

7,078 

8,511 

1,328 

47,059 

o 

o 

in 

m 

n- 

3,554 

33 

11,722 

18,295 

27,130 

o 

co 

rZ 

m 

815,735 

Consolidated 

foreign 

domestic 

$195,697 

45,544 

26,680 

74,189 

15,003 

161,416 

37,697 

567,927 

5,815 

562,112 

8,855 

14,604 

1,347 

53,283 

1,035,011 

177,614 

335,102 

1,624 

41,442 

41,308 

7,389 

604,479 

228,206 

376,273 

h- 

co 

G) 

O 

C\J 

806,466 

86,697 

7,078 

17,481 

1,371 

54,911 

974,003 

3,828 

33 

11,722 

18,295 

27,130 

57,180 

o 

in 

co 

o 

CO 

c 

o 


CO 

c 


co 

O 

CL 

0 

JJ 

E 

o 

0 

Z) 

*o 

TD 

c 

CO 

JZ 

CO 

03 

O 


CO 

c 

O 


o 

Q.  . 

6 

O 

~o 

c 

03 

o  o 

:§1 
O)  > 
03  ID 
_  JO 
C  Z) 
CD  CO 

E 
.  c 


03 
O 
03  — 

o  ° 

CJ) 

T3 

co  CO  c 

03 
co 
0) 


a) 

co 

0) 


c 

0) 

E 

CD 

CD 

03 

CO 

0 

T3 

C 

Z) 

T3 

(D 

CO 

03 

JZ 

o 

Z3 

Q. 

CO 

<D 


CD 

E 

o 

o 

c 

~o 

(D 

c 


.  c 
CO 
-Q 

CD 

c 

c 

(D 

CO 

0 

Q_ 

(D 


TD 

C 

03 

CO 

CD 


CO 


Z3  Q) 
co  O  co 

D 
O 

co  co  a) 
C  c 
o 


>>0  O 


_  _  CO 
O  O  ^ 


CO  03 
03  O) 


CD 


300< 


o 

O 

CO 


03 

~o 

CO  Q 

tl  CO 

Z3 

o 
0 
CO 

2 
o 


o  £ 


CO 

0 

o 

0 


0  C 
0  0 
c  o 

7D 

—  o 
8°- 
So 


CO  ^ 

Z  « 
2  o 
°< 


T3 

c 

0 


^  ZJ 


if) 

c 

0 

o 


0 


?</>- 
5  w 
c§  E 

C  0 

t 

0 

CO  c 
0  O 
_JC0 


CO 

0 

CO 

E 

0 


JX. 
■  c 
0 
JO 

•  C 
0 
JZ 


0 


T3 

0 

i  j2 

0  0  CO 
0  *=;  0 
w  2  i_ 

C  to  0 

^S  = 

CC  < 


co 
c 
o 

0 
o 

Q_ 

c  O 
O  O 

TO 
c 
o  0 

Q-  co 

o  9- 

o  JZ 

-O  2 
C  0 
0  CZ 


0 


CO 


0 


.9-b. 

JZ 


0  _co 
0  0 
c  0 

SI 

a'l  : 

W.c 
CO  — 

3  0-^ 

P  c/>  a) 

E 

•—  Q-  0  td 
^  0  >  ^ 
OTD  O 


co 
> 
TO 
JD 
•  0 
in 

0 

o 


o 

Q. 


o 


(f)  in  05  W  (/,  O 
S  CD  _  — 


:  00  cq  g 


CO 

0 

o 

o 

o 

CO 

0 

E 

o 

TO 

c 


2 
CO 

o 
Q. 
0 
£  JD 
co  0 
O  CD 


co 

0 

a 

o 

c 

03 

0 

O 


w  —  _ :  -z:  o 
CL  ^  Z  CO  q_-q 


O  ■“  CL  C 

//-,  /IN -  /A 


JD 

0 


CO  CO 


—  0  c 
°  TO  0 


«s 

is  si* 

di  r~  m  in’! 


0  E 
Oh 


0  0=0 
QQ<0 


co 

O 

Cl 

0 

TO 

2 

o 


0 

TO 


TO 

c  ~o 
c 
0 


0 
E 
0  0 
a  E 


CO 

O 

CL 

0 

TO 

2 

O 


if) 

GO 

O 

CL 

0 

TO 

2 

o 


0 

co 

0 


Z> 

CL 

0 


C 
0 
E 
0 
0 

03  Z 
0  Z3 
»_  if) 

0  0 
T3  CD 

p  C/5 
03 

in 

in  2  ^ 

S-o  .o 

■=§>.>. 
o  U)  Q5  — 

CD  §5 
“,»c5 

3  Q5  c  — 

E  O  ~o  "O 
co  ^  a>  c 

3  -Q  5  ra 
H  P  O  M 
in  b  t  in 
co  5  o  05 
r  ti5  c 
CD  (D  3 

o2  ® 
a  G5Z  S  .9? 

r-  in  CD  — 
w—  05-0  = 
P  CO  5  C  £ 
5  05  =  —  55 

^D-O  0)- 

—  3  .55  cn  Jr 
co  in  co  ^ 

S  ®  5; 


CO 

0 

CO 

0 

0 

t:> 

0 

N 

2 

Z 

0 

o 


0 

-  -’■£=  ol 
£  ZO^< 


*-  0  f'  O 
TO  0  -  ^  U 


co 

<D 


JO 

0 


O 

h- 


0 

0 


C 

0 

JD 

0 

TO 

TO 

C 

0 

U) 

0 

O 

C 

TO 

0 

0 

C 

■O 

o 

JD 

ZJ 


CL 

0 

O 

0 

sz 


TO 

c 

0 

if) 

0 

O 

c 

0 

03 

C 

c 

o 

0 


0 

> 

0 

(O 

0 

TO 

c 

0 


Q. 

0 

o 

>N 

Z 

Cr 

0 

TD 

e 

0 

co 

0 

V-. 

p 

c 

0 

■O 

0 

TO 

~D 

c 

0 

co 

0 

o 

c 

~o 

0 

0 

e 

'n- 

o 

JD 

0 

co 

co' 

0 


2 

Q_ 

0 

o 


ZJ 

cr 


CL 

0 

O 

X 


2-  -Q 

Cr  cx3 
0  ^ 

0  p 

O  O 
h-  h- 


C / )  LU 


8 


Income  from  federal  funds  sold  and  securities  pur¬ 
chased  under  agreements  to  resell  jumped  45.8  per¬ 
cent  to  $3.4  billion,  demonstrating  the  ability  of  na¬ 
tional  banks  to  adjust  their  earnings  portfolios  in 
response  to  the  changing  economic  environment.  The 
second  most  important  component  of  operating  in¬ 
come,  interest  on  balances  with  depository  institutions, 
rose  29.8  percent  to  $7.1  billion. 

Despite  the  23.7  percent  increase  in  operating  in¬ 
come,  high  interest  expenses  led  to  a  slightly  larger  in¬ 
crease  in  operating  expenses.  Interest  on  deposits, 
which  accounted  for  60  percent  of  total  operating  ex¬ 
pense,  rose  $8.7  billion,  a  28.7  percent  increase  over 
the  first  half  of  1980.  Interest  on  time  certificates  of 
$100,000  or  more,  the  most  rapidly  rising  component, 
rose  $3.5  billion,  a  47.6  percent  jump.  Expense  of  fed¬ 
eral  funds  continued  to  account  for  an  increasing  por¬ 
tion  of  operating  expenses,  growing  43.8  percent,  to 
2.5  billion.  The  noninterest  expense  items — 
occupancy  expense  of  bank  premises,  furniture  and 
equipment  expense,  and  other  operating  expenses — 
also  grew  more  rapidly  than  total  assets.  As  a  result,  in 
the  first  half  of  1981 ,  operating  expense  grew  25.8  per¬ 


cent  over  the  corresponding  period  a  year  earlier  to 
reach  $65.2  billion. 

Income  before  taxes  and  securities  transactions  to¬ 
taled  $5.6  billion,  only  a  3.8  percent  gam  over  the  June 
1980  level.  After  applicable  income  taxes  of  $1  4  bil¬ 
lion,  a  7  6  percent  decrease  from  June  1980  taxes,  in¬ 
come  before  securities  transactions  of  $4  3  billion  was 
8.2  percent  ahead  of  1980  However,  the  buffeting  of 
changing  interest  rates  made  securities  losses  remain 
high  at  $162  million  after  taxes  A  jump  in  extraordinary 
items  of  $11.8  million  eased  the  situation  somewhat 
and  left  national  banks  with  $4.1  billion  in  net  income 
for  the  first  half  in  1981 . 

Even  though  recoveries  rose  faster  than  losses 
charged  to  the  allowance  for  possible  loan  losses,  net 
loan  losses  continued  to  rise,  exceeding  $1  billion  for 
the  first  half  of  1981.  Provisions  for  loan  losses  contin¬ 
ued  to  expand  but  at  a  more  moderate  rate  of  6.9  per¬ 
cent. 

Despite  sustained  high  interest  rates  and  increased 
competition  from  nondepository  institutions,  especially 
money  market  funds,  during  the  first  half  of  1981,  na¬ 
tional  banks  continued  to  expand  and  to  generally  en¬ 
joy  profitable  operations. 
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Turbulence  characterized  the  United  States  econ¬ 
omy  during  the  1970's  and,  as  the  decade  came  to  a 
close,  the  difficulties  increased  in  scope  and  magni¬ 
tude.  Inflation  accelerated,  productivity  declined,  inter¬ 
est  rates  became  more  volatile,  external  balance  of 
payments  and  the  foreign  exchange  position  became 
more  sensitive,  real  growth  rates  dropped  and  real  in¬ 
comes  rose  less  rapidly.  In  short,  the  economic  envi¬ 
ronment  became  increasingly  uncertain  and  un¬ 
friendly.  Monetary  and  fiscal  stabilization  policies 
seemed  to  result  in  hardships  and  suffering  without 
ameliorating  our  economic  difficulties. 

Dissatisfaction  with  the  performance  of  the  economy 
is  widespread,  regardless  of  economic  station  or  politi¬ 
cal  leaning.  Albert  Sommers  of  the  conference  board 
recently  summarized  the  feelings  of  many: 

For  the  public-at-large,  as  well  as  for  most  econo¬ 
mists,  businessmen  and  financial  managers,  infla¬ 
tion  appears  to  be  the  proximate  cause  of  this 
great  malaise,  and  the  inflation  itself  appears  to 
be  the  consequence  of  mistaken  policies. 

Those  policies  include  excessive  money  growth, 
large  federal  budget  deficits  and  certain  regulatory 
and  tax  policies,  according  to  various  observers. 

The  outcome  of  the  recent  election  is  being  inter¬ 
preted  as  a  mandate  from  the  voters  to  stop  the  con¬ 
tinuing  escalation  in  the  rate  of  inflation — in  fact,  to 
bring  it  down  and  to  restore  the  American  economy  to 
a  more  stable  growth  path.  The  election's  aftermath 
provides  a  singular  opportunity  to  design  and  execute 
policies  that  will  begin  the  healing  process. 

However,  we  are  more  likely  to  adopt  efficacious 
policies  if  we  first  understand  the  causes  of  our  eco¬ 
nomic  difficulties.  In  short,  just  as  is  the  case  in  medi¬ 
cine,  the  causes  of  the  patient's  illness  should  be  diag¬ 
nosed  to  the  extent  possible  before  the  treatment  is 
selected. 

It  seems  unlikely  that  the  treatment,  whatever  it 
might  be,  will  be  painless.  While  the  public  seems 
ready  to  endure  austerity,  history  suggests  that,  ex¬ 
cept  in  time  of  war,  austerity  has  little  staying  power  in 
a  democratic  society.  If  the  American  people  can  be 
convinced  that  particular  economic  policies  are  likely 
to  lead  to  lower  inflation  and  an  improved  economic 
climate  in  the  long  run,  there  is  a  better  chance  that 
they  will  support  those  policies  even  if  it  means  some 
discomfort  in  the  short  run 
That  observation  is  equally  pertinent  whether  those 
policies  encompass  fiscal  and  monetary  restraint  or  an 
incomes  policy  which  seeks  direct  reduction  in  infla¬ 
tionary  pressures.  However,  which  policies  are  the  cor¬ 
rect  ones  is  not  yet  apparent  since  agreement  is  lack¬ 
ing  on  what  causes  inflation  At  the  risk  of 
oversimplification,  there  are  two  schools  of  thought 
One  school  reflects,  in  essence,  the  popular  notion 
that  inflation  is  caused  by  government  spending  and 
excessive  credit  creation.  If  those  were  the  true 
causes,  then  policies  to  reduce  government  spending 


and  balance  the  budget  and  to  limit  money  supply 
growth  would  reduce  inflation  rates. 

The  other  school  of  thought  believes  that  inflation 
stems  from  the  structure  of  our  institutions,  ethical 
commitments,  entitlements,  attitudes,  philosophies, 
demands,  trade  practices,  expectations  and  techno¬ 
logical  conditions.  According  to  that  school  of  thought, 
the  character  and  institutional  structure  of  the  Ameri¬ 
can  socioeconomic  system  have  changed  in  ways  that 
make  inflation  resistant  to  the  application  of  macro- 
monetary  and  fiscal  restraints,  while  making  output 
and  unemployment  more  sensitive. 

Which  is  right?  What  are  the  real  causes  of  inflation7 
I  can  hardly  pretend  to  have  the  final  answer  when  so 
many  thoughtful  policymakers  and  economists  dis¬ 
agree.  Nevertheless,  it  is  valuable  to  step  back  from 
the  fray  and  take  a  closer  look  at  how  our  economic 
systems  function  to  see  whether  some  light  may  be 
shed  as  the  policy  debate  heats  up. 

In  a  capitalistic  economy,  those  who  have  command 
over  or  who  can  use  resources  most  efficiently  to  pro¬ 
duce  goods  and  services  that  are  most  desired  by 
others  reap  the  largest  economic  rewards.  Capitalism 
creates  losers  and  winners;  along  with  success  there 
is  failure.  The  impersonal  nature  of  that  process  is  at 
once  its  strength  and  weakness.  Each  one  succeeds 
or  fails  based  on  ability  and  merit,  albeit  with  some  ele¬ 
ment  of  luck.  The  system  produces  social  rewards,  yet 
the  process  and  the  outcome  often  conflict  with  our 
sense  of  equity  and  fairness. 

A  second  strength  of  a  capitalistic  system  is  its  flexi¬ 
bility  in  taking  advantage  of  opportunities,  in  respond¬ 
ing  to  unexpected  events  and  in  adapting  to  changing 
circumstances.  That  involves  the  flexibility  of  con¬ 
sumers  to  adapt  expenditure  patterns,  workers  to 
modify  production  methods,  firms  to  provide  goods 
and  services  most  in  demand  and  capacity  of  the  sys¬ 
tem,  as  a  whole,  to  rely  on  individual  members  who 
can  adapt  and  to  get  rid  of  those  who  cannot. 

Market  prices  and  earnings  permit  individual  mem¬ 
bers  to  communicate  with  one  another  and  also  pro¬ 
vide  the  incentives  for  them  to  adapt  In  addition, 
prices  and  earnings  enable  the  system  to  redistribute 
economic  rewards  from  nonadapters  to  adapters  That 
means  that  some  individuals  gain  while  others  may 
lose. 

To  the  extent  that  adaptability  contributes  to  eco¬ 
nomic  growth  there  will  be  a  surplus,  or  growth  divi¬ 
dend,  available  from  which  the  gainers  may  compen¬ 
sate  the  losers,  with  everyone  benefiting.  Indeed,  that 
is  the  strategy  we  have  tried  to  follow  for  almost  half  a 
century.  Society,  through  government,  has  intervened 
with  the  objective  of  ameliorating  the  inequities  that 
result  from  capitalism  However,  such  intervention  has 
reduced  the  flexibility  of  the  system  to  adapt  to  chang¬ 
ing  circumstances.  The  greater  the  extent  of  interven¬ 
tion,  the  greater  the  loss  of  flexibility  and  the  greater 
the  threat  to  economic  efficiency  and  progress  The 
real  policy  issue  is  the  extent  to  which  tradeoffs  should 
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be  made  between  economic  security,  that  is,  protec¬ 
tion  from  failure  and  economic  efficiency  and  pro¬ 
gress. 

Many  believe  that  it  is  possible  to  lessen  the  adverse 
effects  of  capitalism  on  some  economic  units  such  as 
individuals,  firms  and  cities,  while  retaining  the  effi¬ 
ciency  of  the  capitalistic  system.  As  long  as  govern¬ 
ment  intervention  to  assist  the  disadvantaged  does  not 
interfere  seriously  with  the  ability  of  the  price  system  to 
direct  the  choices  of  consumers,  workers  and  firms 
among  alternative  resources,  goods  and  services,  ec¬ 
onomic  efficiency  and  progress  are  not  seriously  af¬ 
fected.  For  example,  it  has  been  argued  that  redistrib¬ 
ution  of  income  through  general  taxation  and  the 
provision  of  social  services  have  limited  adverse  con¬ 
sequences. 

As  the  pressures  for  reduction  of  risk,  protection  of 
incomes  and  redistribution  of  income  have  intensified 
over  the  last  50  years,  government  has  intervened 
more  and  more  in  the  economy  to  the  point  where  its 
flexibility  to  adapt  has  been  impaired. 

For  example,  government  control  of  domestic  oil 
prices  in  recent  years  was  intended  to  protect  con¬ 
sumers,  particularly  those  with  low  and  moderate  in¬ 
comes.  Special  interests  also  had  a  stake  in  controls. 
The  effect  of  that  intervention,  however,  was  to  distort 
the  ability  of  the  price  system  to  permit  the  economy  to 
adjust  to  the  substantial  increase  in  the  real  price  of 
oil.  Instead,  people  continued  to  consume  excessive 
amounts,  drilling  for  new  oil  was  discouraged,  energy 
innovation  was  retarded  and  production  of  goods  and 
services  dependent  on  cheap  oil  was  encouraged. 
The  difficulties  of  the  U.S.  automobile  industry  are  in 
no  small  part  a  result  of  oil  price  controls  that  were 
maintained  too  long. 

However,  the  loss  of  flexibility  stems  not  only  from 
the  actions  of  government  but  is  also  evident  in  the 
actions  of  businesses  and  consumers.  For  example, 
the  affluence  of  many  consumers  has  made  them  less 
sensitive  to  substantial  increases  in  certain  prices, 
even  though  that  stubborn  maintenance  of  living  stan¬ 
dards  has  reduced  savings.  Business  firms  have 
tended  to  become  less  responsive  to  price  signals  be¬ 
cause  of  their  increasing  complexity  and  size  and  be¬ 
cause  of  government  health,  environmental  and  safety 
regulations.  All  of  that  has  made  it  more  difficult  for 
firms  to  develop  new  products  and  to  modernize  pro¬ 
duction  techniques,  which  accounts  for  at  least  part  of 
the  decline  in  productivity. 

For  those  and  other  reasons,  the  economic  behavior 
of  individual  buyers  and  sellers  has  become  less  re¬ 
sponsive  to  changing  prices.  Therefore,  economic  be¬ 
havior  has  become  increasingly  less  affected  by  the 
gams  and  losses  with  which  the  marketplace  rewards 
adaptation  and  punishes  failure  to  adapt.  That  re¬ 
duced  responsiveness  feeds  back  on  itself,  and  prices 
tend  to  become  more  rigid. 

Price  rigidity  has  resulted  in  the  entrenchment  of  in¬ 
flation  Business  firms  typically  have  not  reduced  wage 
rates  during  periods  of  labor  surplus.  Rather,  pay  has 
tended  to  be  set,  even  by  nonunion  employers,  on  the 
basis  of  what  others  are  getting  and  in  terms  of  in¬ 
creases  in  the  cost  of  living  Not  only  has  that  been 


done  out  of  a  sense  of  treating  employees  fairly,  but  it 
also  makes  good  sense  as  a  long-run  policy  because 
the  cost  of  hiring  and  training  workers  is  considerable. 
Employees  have  reciprocated,  in  turn,  by  not  demand¬ 
ing  large  wage  increases  when  the  economy  is  boom¬ 
ing  and  labor  is  in  short  supply.  The  late  Arthur  Okun 
called  that  process  the  invisible  handshake  because  it 
springs  from  a  host  of  implicit  contracts  and  informal 
understandings,  as  well  as  from  explicit  contracts. 

Similar  behavior  has  occurred  in  product  markets. 
When  the  economy  is  booming  and  demand  is  high, 
producers  have  tended  to  lengthen  order  backlogs  or 
even  place  customers  on  quotas  rather  than  raise 
prices.  Conversely,  posted  prices  have  tended  to  be 
maintained  during  recession.  Such  cost-based  pricing, 
as  opposed  to  demand-based  pricing,  has  made 
sense  in  terms  of  developing  long-term  relationships 
with  customers. 

Such  behavior,  however,  influences  inflation.  A  tech¬ 
nological  breakthrough,  for  example,  may  result  in 
substantial  productivity  gains  and  increased  profits  in 
certain  industries.  While  that  may  result  in  declining 
output  prices  in  those  industries,  part  of  the  gain  is 
passed  on  to  labor  in  the  form  of  higher  wages.  Those 
increases  spread  to  workers  in  other  less  productive 
industries  propelled  by  the  principles  of  fair  play  in 
wage  setting.  But  that  requires  less  productive  indus¬ 
tries  to  raise  prices — another  inflationary  rachet. 

Unfortunately  those  behavioral  patterns  are  cumula¬ 
tive;  that  is  those  responses  to  inflation  lead  to  more  in¬ 
flation.  Cost-of-living  escalators,  automatic  price  ad¬ 
justments,  variable-rate  lending  and  the  like, 
commonly  referred  to  as  indexing,  spring  up  to  insu¬ 
late  members  of  our  socioeconomic  system.  But,  that 
very  process  of  adaptation  not  only  embeds  inflation 
but  also  intensifies  inflation  by  speeding  the  transmis¬ 
sion  of  price  increases  in  one  sector  of  the  economy  to 
all  others. 

That  embedded  inflation  now  stands  at  close  to  a  10 
percent  annual  rate.  Because  of  the  invisible  hand¬ 
shake  that  rate  can  be  affected  little  by  traditional  ma¬ 
crofiscal  and  monetary  policies  in  the  short  run. 

History  shows  that  the  higher  the  average  rate  of  in¬ 
flation,  the  greater  the  volatility  of  prices.  That  in¬ 
creases  the  level  of  uncertainty.  Financial  assets  are 
not  nearly  as  attractive  as  real  estate,  gold,  antiques 
and  art.  Thus,  investment  tends  to  shift  away  from  pro¬ 
ductivity  generating  activities. 

Inflation  also  damages  the  reliability  of  money  as  a 
yardstick  of  performance  and,  as  a  result,  impairs  so¬ 
ciety’s  sense  of  well-being  and  security.  Dollar  mea¬ 
surements  on  income  statements,  balance  sheets  and 
contracts  become  uncertain  and  unreliable. 

In  short,  inflation  inhibits  productivity,  increases  un¬ 
certainty  and  results  in  the  nonproductive  allocation  of 
resources  to  inflation  avoidance.  Couple  that  with  the 
loss  of  flexibility  in  the  economy  and  it  is  not  surprising 
that  our  economy  is  characterized  by  slow  growth  and 
turbulence. 

Indeed,  the  slowing  of  growth  itself  has  stimulated 
efforts  aimed  at  self-protection,  frequently  through  the 
addition  of  government  programs  and  regulations 
That  trend  toward  special  interest  politics  impedes  our 
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ability  to  build  the  consensus  required  to  grapple  with 
tasks  of  reducing  inflation  and  improving  productivity 
and  economic  growth. 

Although  all  the  causes  of  inflation  are  not  yet  known 
with  certainty,  I  am  persuaded  that  the  causes  are 
more  complicated  than  excessive  government  spend¬ 
ing  and  easy  monetary  policy.  Thus,  though  that  is  a 
good  place  to  start,  the  remedies  for  inflation  should 
not  rely  solely  on  macrofiscal  and  monetary  policies.  In 
fact,  such  policies  entail  the  risk  of  having  a  greater 
depressing  effect  on  output  and  employment  than  on 
inflation.  The  reason  is  the  loss  of  system  flexibility  and 
the  existence  of  implicit  contracts,  which  may  retard 
the  acceptance  of  government  policies  as  credible 
anti-inflation  weapons. 

Macroeconomic  policies  which  worked  well  in  a  flex¬ 
ible  economic  system,  which  was  able  to  diffuse  their 
effects  and  foster  adaptation,  no  longer  work  as  well 
in  an  ossified  and  fragmented  economy  characterized 
by  price  rigidity.  Restrictive  monetary  and  fiscal  poli¬ 
cies  have  had  much  more  direct  effect  on  the  level  of 
economic  activity  than  on  the  rate  of  growth  in  prices. 
Moreover,  the  resulting  economic  slack  has  depressed 
government  tax  revenues  and  increased  government 
expenditures  designed  to  protect  individual  members 
of  our  society  from  the  ravages  of  recession.  As  a  con¬ 
sequence,  government  spending  has  increased  and 
the  deficit  has  grown  apace. 

Cuts  in  spending  are  steps  in  the  right  direction,  but 
the  social  costs  of  removing  protections  and  eliminat¬ 
ing  entitlements  should  not  be  underestimated.  A  vote 
against  inflation  is  not  the  same  as  a  vote  for  removing 
the  causes  of  inflation.  Painful  remedies,  which  have 
no  assurance  of  solving  our  economic  problems  or 
which  do  not  result  in  measurable  improvement  in  rela¬ 
tively  short  order,  will  not  long  enjoy  the  support  of  the 
electorate  and  neither  will  the  politicians  who  promote 
such  policies. 

One  of  the  implications  of  those  observations  is  that 
we  should  review  our  economic  policy  tools  not  only  in 
terms  of  how  they  were  expected  to  work  and  actually 
did  work  in  the  past  but  also  in  terms  of  how  they 
might  be  expected  to  work  in  today’s  economy. 

In  the  postwar  period,  we  have  used  three  broad 
classes  of  macroeconomic  policies: 

•  Fiscal  policy,  meaning  automatic  and  discre¬ 
tionary  adjustments  to  federal  government  ex¬ 
penditures  or  taxes  for  the  purpose  of  manag¬ 
ing  the  level  of  aggregate  demand  for  goods 
and  services; 

•  Monetary  policy,  meaning  targeting  either  the 
size  of  the  monetary  aggregates  or  the  level  of 
interest  rates,  or  both,  for  the  purpose  of  “lean¬ 
ing  against  the  wind,"  accommodating  fiscal 
policy  or  defending  the  foreign  exchange  value 
of  the  dollar; 

•  Incomes  policy,  meaning  voluntary  wage-price 
guidelines,  mandatory  wage-price-and-credit 
controls  and  high  level  government  "jawbon¬ 
ing"  for  the  purpose  of  preventing  or  limiting  the 
inflationary  consequences  of  sometimes  exces¬ 
sive  doses  of  stimulative  fiscal  and  monetary 
policies. 


There  has  been  a  lively  debate  in  scholarly  circles 
about  how  those  policy  instruments  have  worked  in  the 
past  and  how  wisely  they  have  been  applied  There 
are  those,  for  example,  who  claim  that  the  speedup  in 
money  supply  growth  in  1963-65  actually  deserves  the 
credit  for  the  economic  expansion  which  others  attrib¬ 
ute  to  the  Kennedy-Johnson  tax  cut  of  1964.  there  are 
still  some  observers  who  credit  the  Kennedy-Johnson 
wage-price  guideposts  with  the  relatively  modest  infla¬ 
tionary  impact  of  the  economic  expansion  of  the  mid- 
1960's;  and  so  on. 

The  same  debate  exists  about  the  fiscal  or  monetary 
policy  origins  of  the  sustained  economic  expansion 
from  1976  to  1979,  although  in  that  case  less  of  the  in¬ 
flation  story  is  told  in  terms  of  incomes  policy. 

The  lack  of  consensus  about  the  historical  interpre¬ 
tation  of  economic  policy  makes  the  task  of  charting 
an  economic  policy  course  for  the  future  difficult.  The 
changes  in  the  structure  of  our  economy,  in  the  appar¬ 
ent  direction  of  making  prices  less  sensitive  to  con¬ 
tractionary  macroeconomic  policy — and  fluctuations  in 
output  and  employment  more  sensitive — compound 
that  difficulty.  Nonetheless,  we  have  no  alternative  but 
to  choose  some  macroeconomic  policy  course  now 
and  in  the  future. 

Let  me  start  by  asserting  that  the  fundamental 
choices  before  us  involve  the  use  of  fiscal  and  mone¬ 
tary  policies.  While  incomes  policy  may  have  a  role  to 
play  as  an  adjunct  to  those  policies,  particularly  with 
regard  to  forming  expectations  about  inflation,  it 
seems  clear  that  incomes  policy  alone  cannot  control 
inflation  in  the  face  of  inappropriate  fiscal  and  mone¬ 
tary  policies.  Moreover,  if  incomes  policy  could  control 
the  general  level  of  prices  under  such  circumstances, 
it  would  only  be  at  the  cost  of  massive  distortions  in 
the  allocation  of  resources. 

Let  me  assert  also  that  we  should  generally  think  of 
fiscal  policy  as  synonymous  with  tax  policy  and  not 
with  government  expenditures.  It  seems  to  me  that  the 
level  of  government  expenditures  should  be  set  on  the 
basis  of  social  judgments  as  to  the  relative  value  of 
public  and  private  goods.  There  appears  to  be  gro¬ 
wing  sentiment  now  for  reducing  government  expendi¬ 
tures.  That  would  have  macroeconomic  significance, 
but  it  should  be  motivated  by  allocational  consider¬ 
ations.  Given  the  level  and  composition  of  government 
expenditures  determined  in  that  way,  the  budget  sur¬ 
plus  or  deficit — and  the  consequent  fiscal  restraint  or 
stimulus — should  be  set  by  adjustments  in  taxation 

I  hasten  to  add  that  this  is  not  antithetical  to  budget 
cuts  to  eliminate  waste,  fraud  and  abuse — government 
expenditure  programs  should  be  like  any  other  enter¬ 
prise  in  terms  of  managerial  efficiency.  Moreover,  it  is 
not  antithetical  to  changing  the  form  of  government 
programs  to  achieve  the  same  equity  goals  with  less 
adverse  effects  on  the  flexibility  of  the  economic  sys¬ 
tem  to  respond  to  price  signals,  that  is,  efficiency  in 
the  economic  sense. 

Let  me  further  assert  that  fiscal  and  monetary  policy 
must  be  used  in  a  coherent,  coordinated  way  to 
achieve  the  nation's  policy  objectives  Fiscal  and  mon 
etary  policies  which  are  not  operating  within  some 
common,  unifying  theme  are  very  unlikely  to  achieve 


their  objectives  That  does  not  mean,  however,  that 
both  types  of  policy  need  always  be  set  in  the  same 
direction  or  used  with  the  same  intensity. 

If  we  accept  that  our  current  economic  condition  re¬ 
quires  measures  to  stimulate  improvements  in  our  pro¬ 
ductive  capacity  and  measures  to  reduce  inflation, 
then  several  alternative  macroeconomic  policy 
courses  suggest  themselves. 

First,  we  might  try  a  policy  of  modest  monetary  re¬ 
strictiveness  coupled  with  modest  fiscal  restraint.  Such 
a  policy  would  be  intended  to  manage  the  economy 
with  some  slack  to  relieve  inflationary  pressures  gradu¬ 
ally  without  inducing  an  actual  recession.  Such  a  pol¬ 
icy  has  the  virtue  of  avoiding  sharp  losses  in  output 
and  employment  opportunities.  But  it  suffers  from  two 
weaknesses.  The  interim  period  of  economic  slack  is 
not  conducive  to  productivity-improving  business  in¬ 
vestments.  Moreover,  it  would  probably  take  a  pro¬ 
longed  period  of  economic  slack  to  reduce  inflation 
appreciably,  and  the  public’s  patience  might  not  stay 
the  course.  Indeed,  the  hoped  for  improvement  in  in¬ 
flation  might  not  materialize  because  there  is  no  shock 
to  reduce  inflationary  expectations. 

A  second  policy  combination  we  might  choose  in¬ 
volves  significant  across-the-board  tax  cuts  in  the 
hope  of  encouraging  greater  investment  and  rigorous 
monetary  restraint  to  forestall  inflationary  pressures. 
Such  a  policy  runs  the  risk  that  the  increased  govern¬ 
ment  deficit  from  the  tax  cuts  would  reinforce  inflation¬ 
ary  expectations  and  require  very  severe  monetary  re¬ 
straint  to  head  off  an  explosion  in  prices.  Moreover,  the 
enlarged  government  deficit  could  "crowd  out"  private 
investment,  and  the  restrictive  monetary  policy  could 
tip  the  economy  into  recession. 

A  third  policy  choice  could  be  a  slight  relaxation  in 
fiscal  policy  involving  only  those  tax  cuts,  such  as  ac¬ 
celerated  depreciation  of  business  assets,  which  are 
most  likely  to  encourage  investment.  That  fiscal  policy 
would  be  combined  with  a  restrictive  monetary  stance. 
Such  a  policy  has  the  advantage  of  limiting  the  infla¬ 
tionary  expectations  and  “crowding  out"  effects  of  an 
enlarged  government  deficit.  The  investment-oriented 
tax  cuts  might  produce  enough  strength  in  the  capital 
goods  sector  to  avoid  an  outright  recession,  but  the  re¬ 
strictive  monetary  stance  and  the  relatively  tight  fiscal 
posture  would,  of  course,  weaken  overall  economic 
activity  That  would  have  a  beneficial  effect  on  prices. 


In  such  an  economic  environment,  a  brief  period  of 
wage-price  controls  or  some  other  incomes  policy 
might  hasten  the  disinflation  process  by  reducing  infla¬ 
tionary  expectations. 

However,  traditional  macroeconomic  policy  tools 
may  not  be  sufficient  to  solve  our  inflation  problem  at 
an  acceptable  cost.  A  proper  mix  of  fiscal  and  mone¬ 
tary  policies  is,  of  course,  essential  to  prevent  an  esca¬ 
lation  of  inflation  rates.  But  I  am  concerned  that  tradi¬ 
tional  macroeconomic  policies  would  not  get  at  the 
processes  that  have  embedded  inflation  in  our  eco¬ 
nomic  structure  except  at  the  cost  of  an  unacceptably 
long  and  severe  recession. 

While  traditional  macroeconomic  policy  may  be 
used  to  provide  a  cap  to  increases  in  the  inflation  rate, 
a  microeconomic  program  needs  to  be  implemented 
to  deal  with  the  inflation-embedding  process. 

There  are  many  elements  to  such  a  program.  To  re¬ 
gain  flexibility,  we  must  develop  policies  that  have  as 
their  primary  emphasis  a  return  to  the  reliance  on  com¬ 
petitive  market  forces.  That  process  has  already  be¬ 
gun  in  areas  such  as  energy,  transportation  and  finan¬ 
cial  services.  The  orderly  deregulation  of  restraints, 
including  those  of  a  price,  product  or  geographic  nat¬ 
ure,  is  important.  In  doing  so,  however,  we  must  not 
lose  sight  of  the  importance  we  Americans  place  on  a 
humane  and  suitable  environment. 

Second,  we  need  to  evaluate  a  variety  of  govern¬ 
mental  programs  and  seek  ways  to  achieve  their  ob¬ 
jectives  in  a  less  costly  and  more  flexible  manner. 

Third,  government  subsidies  should  be  direct  rather 
than  indirect.  We  must  re-evaluate  the  vast  number 
and  types  of  hidden  subsidy  programs  which  have 
been  created  over  the  past  50  years  to  determine 
whether  those  subsidies  are,  indeed,  necessary  to 
solve  the  problems  we  face. 

Fourth,  we  should  proceed  with  reindustrialization  by 
designing  tax  policies  that  stimulate  productivity,  en¬ 
hancing  investment.  Savings  inducements  need  to  be 
developed  that  will  provide  the  funds  needed  for  such 
investment. 

In  summary,  the  challenge  we  face  as  a  nation  is  to 
develop  an  innovative  social  and  economic  synthesis 
that  resolves  our  economic  problems,  diminishes  so¬ 
cial  fragmentation,  restores  our  spirit  and  prepares  us 
to  cope  with  a  difficult  global  political  and  economic 
environment. 


Statement  of  John  G.  Heimann,  Comptroller  of  the  Currency,  before  the  Subcom¬ 
mittee  on  International  Finance  and  Monetary  Policy  of  the  Senate  Committee  on 
Banking,  Housing  and  Urban  Affairs,  Wash.,  D.C.,  February  17,  1981 


This  statement  is  being  submitted  in  response  to  the 
subcommittee's  request  for  the  views  of  the  Comptrol¬ 
ler  of  the  Currency  on  the  "Export  Trading  Company 
Act  of  1981  (S  144)  We  welcome  the  opportunity  to 
comment  on  that  legislative  proposal.  We  understand 
that  the  Department  of  Justice  and  the  Department  of 


Commerce  will  present  the  views  of  the  Administration 
regarding  the  provisions  of  S.  144  concerning  the 
Webb-Pomerene  Act.  Accordingly,  our  comments  are 
limited  to  those  provisions  which  permit  bank  equity 
participation  in  export  trading  companies. 

S  144  is  designed  to  promote  expansion  of  U  S.  ex- 
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ports  through  formation  and  operation  of  export  trad¬ 
ing  companies  (ETC's)  to  facilitate  the  export  of  goods 
and  services  on  behalf  of  small  and  medium-sized  and 
minority  firms.  The  bill  provides  for  a  significant  role  for 
U  S.  banking  organizations  in  promoting  exports  by 
permitting  their  investment  in  and  ownership  of  ETC's. 

This  Office  supports  the  concept  of  ETC's  and  urges 
enactment  of  implementing  legislation.  The  national  in¬ 
terest  requires  that  the  United  States  become  more 
competitive  in  world  markets.  ETC’s  should  help 
achieve  that  national  objective.  Testimony  on  S.  2718 
and  similar  bills  during  the  96th  Congress  strongly  ad¬ 
vocated  bank  participation  as  an  essential  element  to 
successful  trading  company  operations.  ETC’s  require 
the  capital,  financing,  financially  related  services  and 
marketing  capacities  which  U.S.  banking  organizations 
can  provide  through  their  national  and  international 
networks.  We  believe  it  is  necessary  for  banks  to  take 
a  significant  role  to  ensure  the  success  of  ETC  opera¬ 
tions. 

While  the  nature  and  degree  of  future  bank  partici¬ 
pation  in  ETC’s  is  not  fully  predictable  now,  we  do  an¬ 
ticipate  a  wide  range  of  bank  lending  to  and  invest¬ 
ment  in  ETC’s.  That  would  reflect  the  diversity  of 
probable  bank  participants  and  of  local  and  regional 
businesses  which  ETC's  would  serve.  Permitting  bank¬ 
ing  organizations  to  have  equity  interests  in  ETC’s 
would  also  create  a  long-term  incentive  for  them  to  es¬ 
tablish  the  additional  organizational  forms  necessary 
to  provide  a  complete  range  of  services  to  promote  ex¬ 
ports  of  goods  and  services.  It  may  be  prudent  for  a 
banking  organization  to  acquire  a  controlling  interest 
of  an  ETC  in  which  it  becomes  an  active  participant. 
Accordingly,  we  support  ownership  of  ETC’s  by  bank¬ 
ing  organizations,  subject  to  reasonable  supervisory 
safeguards. 

Equity  participation  by  banking  organizations  in 
ETC’s  would  to  a  limited  extent  breach  the  traditional 
policy  of  separating  banking  and  commerce.  However, 
we  believe  that  S.  144,  in  general,  addresses  the  na¬ 
tional  interest  of  export  promotion  in  a  way  which  pre¬ 
serves  the  safety  and  soundness  of  the  banking  sys¬ 
tem.  The  Congress  has  previously  permitted  limited 
bank  participation  in  commercial  activities  to  accom¬ 
modate  particular  national  needs.  Our  current  trade 
imbalances  require  similar  legislative  action. 

A  healthy  and  expanding  export  sector  has  become 
increasingly  essential  to  a  strong  U.S.  economy,  the 
stability  of  our  external  accounts  and  the  critical  fight 
against  inflation.  Exports  contribute  significantly  to  U.S. 
employment,  production  and  growth;  help  create 
economies  of  scale  which  contribute  to  the  efficient 
use  of  resources  and  reduced  prices;  and  are  the  pri¬ 
mary  sources  of  income  needed  to  pay  for  U.S.  im¬ 
ports  of  essential  and  desired  commodities.  U.S.  in¬ 
dustries  must  be  able  to  compete  abroad  to  maintain 
their  ability  to  compete  at  home. 

The  Department  of  Commerce  reports  that  only  10 
percent  of  our  250,000  manufacturing  firms  export 
their  products  and  total  exports  account  for  the  lowest 
percentage  of  gross  national  product  of  any  industrial¬ 
ized  nation.  Also,  95  percent  of  our  manufacturing 
firms  are  small  or  medium-sized  companies  employing 


less  than  1 ,000  persons.  Those  companies  represent  a 
small  share,  about  10  to  15  percent,  of  the  total  ex¬ 
ports.  Conversely,  approximately  100  firms  account  for 
50  percent  of  the  total  exports  of  U  S  manufacturers 
The  purpose  of  this  bill  is  to  strengthen  our  interna¬ 
tional  competiveness  by  providing  small  and  medium¬ 
sized  and  minority  firms  increased  opportunities  to  ex¬ 
port.  At  present,  those  firms  face  a  number  of 
structural  obstacles  and  disincentives  to  exporting 
which  are  difficult  to  overcome. 

Flexible  ETC  Services 

At  present,  small  and  medium-sized  U.S.  firms  have 
four  primary  methods  available  to  export  goods  and 
services.  They  may  sell  directly  to  foreign  end-users, 
sell  through  foreign  agents  or  brokers,  sell  through 
U.S.  export  management  companies  or  find  a  large 
U.S.  multinational  firm  needing  certain  products  for 
specific  overseas  activities.  Those  methods  often  en¬ 
tail  problems  for  small  and  medium-sized  and  minority 
firms  which  act  as  disincentives  to  exporting.  Among 
the  practical  barriers  are: 

•  Foreign  export  agents  or  brokers  often  demand 
total  product  control  and  extremely  flexible  pric¬ 
ing; 

•  The  majority  of  export  management  companies 
lack  the  expertise  to  handle  more  than  one  or 
two  specialized  product  lines,  and  most  lack 
the  management  and  capital  necessary  to  ex¬ 
pand  geographically  and  to  establish  overseas 
sales  offices; 

•  Selling  directly  overseas  ties  up  the  current 
cash  flow  of  U.S.  firms  because  payment  times 
are  slower  than  in  the  domestic  market;  and 

•  Generally,  large  U.S.  multinational  firms  do  not 
directly  involve  smaller  firms  in  foreign  trade. 

Apart  from  those  difficulties,  U.S.  firms  lack  other 
necessary  capabilities  and  expertise  such  as  special¬ 
ized  knowledge  of  markets  to  match  specific  product 
demands,  funds  for  developing  a  foreign  market  for 
their  particular  products,  adequate  working  capital 
and  adequate  financing  for  foreign  purchasers  of 
goods  or  services.  Those  problems  have  substantially 
contributed  to  the  lack  of  participation  of  U.S  firms  in 
export  trade. 

ETC’s  would  be  an  alternative  to  the  existing  cum¬ 
bersome  export  mechanisms  and  would  encourage  in¬ 
volvement  of  small  and  medium-sized  and  minority 
firms  in  export  trade.  As  demonstrated  by  the  success¬ 
ful  operation  of  ETC’s  in  other  countries,  such  a  com¬ 
pany  can  develop  and  provide  an  integrated  package 
of  managerial  and  financial  services  to  facilitate  ex¬ 
ports.  ETC’s,  through  volume  transactions,  also  permit 
economies  of  scale  that  would  reduce  the  costs  of  ex¬ 
porting  goods  or  services  by  U.S  firms 

ETC’s  abroad  have  proved  effective  They  not  only 
function  as  a  bridge  between  suppliers  and  users  of 
products  but  also  provide  many  other  services  essen¬ 
tial  to  successful  exporting  For  example,  an  ETC  may 
offer  expertise  in  financing,  credit  services,  market 
analysis,  distribution  channels,  documentation,  leas- 
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ing,  communications,  accounting,  foreign  exchange 
and  advertising.  Essentially,  an  ETC  reduces  require¬ 
ments  for  expertise  and  capital  investments.  U  S.  busi¬ 
nesses  should  not  be  deprived  of  the  same  advan¬ 
tages  as  those  enjoyed  by  foreign  competitors  through 
their  access  to  foreign  ETC  exporting  assistance. 

Role  For  Banks 

U  S  banking  organizations  should  play  a  significant 
role  in  developing  export  trading  companies,  since 
ETC’s  will  enable  them  to  expand  the  export-related 
capabilities  they  already  have  in  place.  Many  U.S. 
banking  organizations  have  extensive  national  and  in¬ 
ternational  networks  of  branches,  subsidiaries,  affili¬ 
ates,  representative  offices  and  correspondent  rela¬ 
tionships.  Those  networks  not  only  can  provide 
essential  marketing  and  other  services  abroad,  but, 
more  importantly,  they  extend  throughout  the  United 
States,  touching  virtually  all  small  and  medium-sized 
firms.  Banking  organizations  can  provide  a  wide  range 
of  export-related  financing  and  ancillary  services 
through  the  network,  including  assistance  and  guid¬ 
ance  in  identifying  foreign  markets,  foreign  exchange, 
trade  documentation,  transportation  and  warehousing. 

Major  foreign  banks  associated  with  export  trading 
companies  provide  a  convenient  single-course  service 
for  exporters  abroad.  U.S.  banks,  however,  are  not  au¬ 
thorized  under  existing  laws  to  offer  the  complete 
range  of  services  needed  to  induce  small  and 
medium-sized  firms  to  export  their  goods  and  serv¬ 
ices.  Traditionally,  the  level  of  export  promotion  efforts 
by  U.S.  banking  organizations  has  been  a  function  of 
their  overall  commercial  lending  strategies  because 
their  operations  have  been  legally  confined  to  activities 
closely  related  to  the  banking  business.  A  number  of 
U.S  banking  organizations  have  most  of  the  systems, 
skills  and  experience  necessary  to  provide  one-stop 
export  services  to  U.S.  firms  but  need  broader  author¬ 
ity  to  do  so.  S.  144  would  provide  that  authority  by 
permitting  investment  in  ETC’s  by  banking  or¬ 
ganizations —  providing  the  incentive  to  create  the 
long-term  organizational  framework  necessary  to  ac¬ 
commodate  export  promotion  as  a  mainstream  func¬ 
tion.  In  addition,  by  permitting  banking  organizations 
to  hold  equity  investments  in  ETC’s,  S.  144  would  ra¬ 
tionalize  the  present  system  of  authorities,  since  banks 
are  presently  permitted  to  own  interests  in  foreign 
ETC's  which  can  buy  and  sell  goods  and  services 
abroad  and  foreign  banks  operating  in  the  United 
States  may  own  a  foreign  ETC  which  can  export  goods 
to  the  United  States. 

We  do  not  know  what  forms  of  participation  U.S. 
banks  may  develop  with  ETC’s,  nor  can  we  forecast 
whether  banks  would  immediately  begin  organizing 
ETC's  should  that  bill  be  enacted.  We  do  anticipate, 
however,  that  with  passage  of  legislation,  U.S.  banks 
would  develop  ETC  relationships  suited  to  the  wide 
range  of  commercial  transactions  generated  by  their 
local  and  regional  economies  We  are  confident  that 
multinational  banks  would  be  encouraged  to  take  ad¬ 
vantage  of  new  opportunities  in  that  area  Moreover, 
multinational  and  regional  banks  would  also  be  likely 


to  offer  ETC  facilities  and  participations  to  local  banks 
and  firms  through  joint  ventures. 

We  support  the  provisions  of  S.  144  which  provide 
for  banking  organizations  to  own  controlling  interest  in 
ETC’s.  This  Office  generally  prefers  banks  to  have  eq¬ 
uity  and  management  control  over  their  affiliate  rela¬ 
tionships  rather  than  have  that  capital  exposed  to  de¬ 
cisions  by  controlling  nonbank  partners.  It  also  is 
reasonable  to  expect  banking  organizations  to  be 
more  inclined  to  form  ETC’s  if  they  can  control  their  in¬ 
vestment  and  the  ETC's  activities.  The  unfavorable 
bank  experiences  in  the  early  1970’s  with  less  than 
controlling  participations  in  real  estate  investment 
trusts,  foreign  banks  and  finance  companies  have  led 
banks  to  adopt  investment  strategies  which  generally 
avoid  noncontrolling  positions  in  affiliates. 

We  recognize  that  equity  participation  by  banking 
organizations  in  ETC's  would  represent  an  exception 
to  the  traditional  separation  of  banking  and  commerce. 
However,  we  believe  that  the  proposed  legislation  is 
consistent  with  previous  exceptions  Congress  has 
made  to  implement  national  policies.  Congress  has 
permitted  banks  to  own  equity  participations  in  Edge 
Act  corporations,  international  financial  or  holding 
companies,  commercial  corporations  oriented  towards 
national  or  community  purposes,  and  bank  service 
and  other  banking-related  entities.  Similarly,  we  be¬ 
lieve  the  bill  generally  addresses  the  national  interest 
in  export  promotion  in  a  way  which  preserves  the 
safety  and  soundness  of  the  banking  system. 

Supervisory  Safeguards 

The  proposed  legislation  has  several  necessary  su¬ 
pervisory  safeguards  for  bank  involvement  in  ETC's. 
First,  S.  144  addresses  entry  and  aggregate  invest¬ 
ment  limitations:  A  U.S.  banking  organization  could  not 
invest  more  than  $10  million  or  acquire  a  controlling  in¬ 
terest  in  an  ETC  without  prior  agency  approval,  would 
not  be  permitted  to  invest  more  than  5  percent  of  its 
capital  and  surplus  in  stock  of  one  or  more  ETC’s  and 
would  be  limited  to  10  percent  of  capital  and  surplus  in 
the  aggregate  amount  of  loans  and  investments  it 
could  make.  Additionally,  no  group  of  banking  organi¬ 
zations  could  acquire  more  than  50  percent  of  an  ETC 
without  prior  agency  approval,  even  if  no  one  organi¬ 
zation  acquired  a  controlling  interest  or  invested  $10 
million  or  more. 

Second,  the  legislation  would  also  establish  several 
other  restrictions.  For  example,  the  name  of  an  ETC 
could  not  be  similar  in  any  respect  to  that  of  a  banking 
organization  investor.  If  an  ETC  takes  a  speculative 
position  in  commodities,  securities  or  foreign  ex¬ 
change,  all  banking  organization  investors  would  be 
required  to  terminate  ownership  interests.  A  banking 
organization  would  be  prohibited  from  making  prefer¬ 
ential  loans  to  any  ETC  in  which  it  has  an  interest  or  to 
any  customers  of  the  ETC.  While  we  have  some  techni¬ 
cal  difficulties  with  those  provisions,  the  limitations  and 
restrictions  generally  have  been  structured  for  the 
proper  purposes  of  minimizing  financial  exposure  by 
banking  organizations  in  ETC’s  and  of  preventing  con¬ 
flicts  of  interest. 
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Most  importantly,  S.  144  provides  substantial  regula¬ 
tory  flexibility  to  the  federal  banking  agencies  to  con¬ 
trol  investments  by  banking  organizations  in  ETC’s.  If 
an  agency  determines  that  the  anticipated  export  ben¬ 
efits  of  an  investment  are  outweighed  by  adverse 
banking  factors,  the  agency  may  disapprove  a  bank's 
investment  application.  Controlling  investments  in 
ETC’s  by  banking  organizations  can  otherwise  be  lim¬ 
ited  by  (1)  conditions  imposed  by  the  agencies  to  limit 
an  organization's  financial  exposure  or  to  prevent  pos¬ 
sible  conflicts  of  interest  or  unsound  banking  practices 
and  (2)  standards  set  by  the  agencies  for  taking  title  to 
goods  and  inventory  by  the  ETC  subsidiary  to  ensure 
against  unsafe  or  unsound  practices  that  could  ad¬ 
versely  affect  a  controlling  banking  organization.  The 
agencies  may  examine  bank-controlled  ETC’s  and 
may  use  cease  and  desist  authority  to  enforce  any  and 
all  requirements  of  the  law.  The  agencies  may  also  re¬ 
quire  divestiture  of  any  ETC  investment  that  would 
constitute  a  serious  risk  to  a  banking  organization  in¬ 
vestor. 

Those  provisions  adequately  mitigate  the  supervi¬ 
sory  concerns  we  expressed  regarding  earlier  pro¬ 
posals  on  the  safety  and  soundness  of  participating 
national  banks.  We  do  not  feel,  therefore,  that  addi¬ 
tional  statutory  restrictions  such  as  a  specific  limit  on 
the  maximum  interest  a  banking  organization  may 
have  in  an  ETC  need  be  enacted.  The  administrative 
authority  granted  to  the  federal  agencies  by  S.  144,  in 
our  opinion,  will  allow  any  needed  requirements  to  be 
imposed  on  ETC’s  through  implementing  regulations, 
with  appropriate  variations  to  account  for  different 
types  of  permissible  ETC  activities.  We  believe  that  the 
proposed  regulatory  authority  to  fashion  particular  limi¬ 
tations  is  preferable  to  a  specific  statutory  provision. 

Recommendations 

Edge  Act  corporations  and  bank  holding  companies 
traditionally  have  been  the  vehicles  through  which 
public  policy  has  channeled  controversial  experiments 
and  advances  in  bank  participation  in  commercial  af¬ 
fairs.  The  essential  objectives  of  export  trading  legisla¬ 
tion  could  be  attained  by  a  proposal  which  permits  a 
20  percent  or  more  controlling  interest  by  an  Edge  cor¬ 
poration  or  a  bank  holding  company  provided  the 
bank  safety  and  soundness  elements  of  S.  144  are  re¬ 
tained. 

We  recommend  consideration  of  that  approach  as 
an  alternative  which  would  respond  to  some  of  the 
concerns  expressed  about  controlling  bank  ownership 
of  export  trading  companies.  We,  of  course,  favor  re¬ 
tention  of  the  supervisory  controls  in  S.  144  previously 
discussed.  In  addition,  we  would  consider  confining 
control  situations  to  those  banking  organizations  expe¬ 
rienced  in  international  trade  financing. 

Additional  flexibility  should  be  provided  federal 
banking  agencies  so  they  may  properly  supervise, 
consistent  with  the  stated  purposes  of  S.  144,  export 
trading  companies  controlled  by  banking  organiza¬ 
tions: 

•  The  Board  of  Governors  of  the  Federal  Reserve 
System  and  the  OCC  should  be  given  discre¬ 


tion  to  exempt  by  rule,  regulation  or  order  the 
collateral  requirements  of  12  USC  371c  (Sec¬ 
tion  23A  of  the  Federal  Reserve  Act)  regarding 
loans  or  extensions  of  credit  made  by  a  mem¬ 
ber  bank  to  an  export  trading  company  affiliate 
The  present  language  of  S.  144  and  existing 
U  S.  banking  laws  would  preclude  unsecured 
extensions  of  credit  by  a  member  bank  to  or  on 
behalf  of  its  affiliated  ETC  unless  the  ETC  were 
an  Edge  Act  corporation  wholly  owned  by  the 
member  bank.  Present  U  S.  banking  laws  not 
only  require  that  most  credit  between  a  member 
bank  and  its  affiliates  be  secured  but  also 
specify  the  types  of  collateral  required  and  mar¬ 
gin  requirements.  Therefore,  it  appears  funda¬ 
mental  to  the  success  of  S.  144  that  the  Federal 
Reserve  Board  and  the  OCC  be  granted  some 
flexibility  in  administering  Section  23A  in  the 
case  of  export  trading  companies.  We  also  sug¬ 
gest  that  the  definition  of  “affiliate”  in  S.  144  be 
revised  and  made  consistent  with  its  definition 
under  the  federal  banking  laws. 

•  The  specific  time  limits  for  agency  disposition  of 
investment  notifications  should  be  extended. 
S.  144  requires  agency  action  within  60  days  of 
written  notice  from  a  banking  organization  of  its 
intention  to  make  additional  investments  or  to 
have  an  ETC  undertake  certain  activities.  We 
suggest  that  time  limit  be  extended  to  90  days. 
An  agency’s  failure  to  disapprove  or  impose 
conditions  on  a  notified  investment  within  the 
specified  time  limit  would  result  in  the  invest¬ 
ment  being  deemed  approved  The  additional 
30  days  will  allow  the  agencies  to  give  more  ex¬ 
tensive  consideration  to  new  investment  or  ac¬ 
tivity  proposals.  At  a  minimum,  specific  statu¬ 
tory  authority  should  be  provided  for  the 
agencies  to  extend  when  necessary  the  time 
period  for  reviewing  a  notification  or  an  applica¬ 
tion  for  an  investment  in  an  ETC  by  a  banking 
organization. 

•  The  language  of  Section  105(d)(3)  which  re¬ 
stricts  the  authority  of  the  federal  banking  agen¬ 
cies  to  impose  conditions  or  set  standards  re¬ 
garding  the  taking  of  title  to  goods  should  be 
modified.  We  believe  the  restriction  would  im¬ 
pede  the  authority  of  the  banking  agencies  to 
ensure  adequate  supervision  and  safety  and 
soundness  of  banking  organizations  investing 
in  ETC’s. 

•  A  banking  organization  should  not  be  automati¬ 
cally  required  to  terminate  its  ETC  ownership 
when  the  ETC  takes  positions  in  commodities, 
securities  or  foreign  exchange  other  than  is 
necessary  in  the  course  of  its  business  opera¬ 
tions.  We  believe  that  such  mandatory  divesti¬ 
ture  may,  in  some  cases,  be  unnecessarily  se¬ 
vere  to  the  banking  organizations  involved  and 
to  other  owners  of  ETC's.  Furthermore,  this  Of¬ 
fice  has  learned  from  experience  that  certain 
statutory  requirements  of  divestiture  may  not 
result  in  a  safe  and  sound  resolution  to  a  techni¬ 
cal  or  nominal  violation  of  a  statute  We  believe 
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the  best  approach,  in  the  public  interest,  is  to 
provide  the  federal  banking  agencies  flexible 
authority  to  take  necessary  remedial  actions  on 
a  case-by-case  basis. 

•  An  ETC  should  be  able  to  bear  the  name,  logo 
and  other  items  of  identification  of  its  controlling 
banking  organization  whenever  the  banking  or¬ 
ganization  is  legally  responsible  for  the  affairs 
of  the  ETC.  Prohibiting  such  identification 
serves  no  prudential  purpose,  given  the  other 
supervisory  safeguards  in  S.  144,  and  may  be 
contrary  to  S.  144’s  purpose  of  promoting  effec¬ 
tive  export  trading  companies.  If  a  controlling 
banking  organization  has  legal  responsibility  for 
an  ETC,  it  will  manage  that  company  accord¬ 
ingly  and  therefore  should  receive  the  benefits 
of  that  responsibility,  group  marketing.  We  be¬ 
lieve  the  prohibition  on  common  identification  in 
S.  144  is  a  proper  supervisory  safeguard  only  in 


those  situations  where  the  investing  banking  or¬ 
ganization  is  not  legally  responsible  for  the  af¬ 
fairs  of  the  ETC. 

We  fully  support  the  objectives  of  S.  144 — encour¬ 
aging  the  efficient  provision  of  export  trade  services  to 
U.S.  producers  and  suppliers.  The  restrictions  on  eq¬ 
uity  involvement  by  banking  organizations,  coupled 
with  other  supervisory  authorities,  should  adequately 
protect  depositors  of  banking  organizations  choosing 
to  participate  in  management  of  ETC's.  The  limited 
opening  of  that  area  of  activity  to  banks  will  create  a 
unique  ETC  system  that  should  allow  more  U.S.  pro¬ 
ducers  to  benefit  from  existing  international  market 
networks  and  trade  financing  expertise.  We  would  ap¬ 
preciate  the  opportunity  to  discuss  additional  sugges¬ 
tions  concerning  S.  144  with  the  subcommittee  staff 
and  to  provide  any  technical  assistance  necessary  to 
resolve  issues. 


Statement  of  Cantwell  F.  Muckenfuss,  III,  Senior  Deputy  Comptroller  for  Policy,  be¬ 
fore  the  Subcommittee  on  Housing  and  Urban  Affairs  of  the  Senate  Committee  on 
Banking,  Housing  and  Urban  Affairs,  Wash.,  D.C.,  April  7,  1981 


Mr.  Chairman  and  members  of  the  subcommittee, 
we  appreciate  this  opportunity  to  present  the  views  of 
the  Comptroller  of  the  Currency  on  the  federal  role  in 
conventional  home  finance. 

Our  housing  finance  system  is  an  intricate  web  of 
private  and  public  institutions,  tax  incentives,  credit  al¬ 
location  mechanisms,  subsidies,  guarantees  and  price 
controls.  Since  the  1930's,  the  role  of  the  federal  gov¬ 
ernment  has  grown  increasingly  pervasive.  The  extent 
of  federal  intervention  is  reflective  of  our  national  goal 
of  a  "decent  home  and  suitable  living  environment”  for 
every  American — a  goal  enacted  into  law  in  1949. 
While  we  have  not  achieved  that  goal,  those  policies 
and  mechanisms  must  still  be  counted  successful.  We 
have  one  of  the  highest  levels  of  homeownership  in  the 
world,  and  we  are  among  the  best  housed.  Neverthe¬ 
less,  we  believe  that  a  comprehensive  reappraisal  of 
those  mechanisms  and  policies  is  critical,  perhaps 
overdue.  From  our  perspective,  these  hearings  are 
particularly  timely  at  this  point  for  several  reasons. 

First  of  all,  inflation  and  resulting  high  and  volatile  in¬ 
terest  rates  have  had  devastating  effects  on  housing 
and  housing  finance  in  recent  months.  Those  financial 
institutions  whose  portfolios  are  composed  primarily  of 
long-term,  fixed  rate  mortgages  have  suffered  a  pre¬ 
cipitous  drop  in  earnings  as  their  cost  of  funds  has 
risen  well  above  the  average  return  on  their  portfolios. 
If  interest  rates  do  not  moderate  significantly,  many  of 
those  institutions  face  not  merely  more  red  ink  but  a 
significant  erosion  of  capital.  Furthermore,  current  in¬ 
terest  rate  volatility  and  uncertainty  about  the  future 
have  led  many  to  conclude  that  continued  originating 
and  holding  of  30-year  fixed  rate  mortgages — even  at 
today's  high  rates — is  imprudent  Those  effects  have 
been  amplified  by  deposit  rate  deregulation,  which  be¬ 


gan  with  the  introduction  of  the  money  market  certifi¬ 
cate  of  deposit  in  1978  and  which,  under  provisions  of 
the  Depository  Institutions  Deregulation  and  Monetary 
Control  Act,  will  result  in  total  elimination  of  controls  by 
March  31,  1986.  Rate  deregulation,  of  course,  became 
imperative  when  inflation-induced  high  interest  rates 
led  to  outflows  of  deposits  into  unregulated  market- 
rate  instruments. 

Paralleling  the  problems  created  for  mortgage 
lenders,  the  highest  mortgage  rates  in  our  nation’s  his¬ 
tory  have  exacerbated  the  already  serious  affordability 
problems  for  first-time  home  buyers.  As  a  result  of  the 
impact  of  inflation  on  financial  institutions  and  potential 
homeowners,  housing  production  has  fallen  dramati¬ 
cally.  Annual  housing  starts,  which  were  at  a  rate  in  ex¬ 
cess  of  two  million  for  1978,  dropped  below  a  rate  of 
one  million  units  on  a  seasonally  adjusted  basis  in  May 
1980.  This  February,  the  rate  stood  at  1.2  million,  a  25 
percent  drop  from  the  preceding  month. 

Second,  the  necessity  that  we  fight  inflation  has  de¬ 
manded  an  honest  and  painstaking  review  of  all  gov¬ 
ernmental  actions.  Scarce  resources  must  be  hus¬ 
banded.  When  government  undertakes  to  direct  the 
flow  of  resources,  care  should  be  taken  that  costs  are 
accurately  identified,  minimized  and  borne  by  those  in¬ 
tended  to  bear  them,  that  benefits  are  appropriately 
targeted  and,  in  fact,  received  by  those  for  whom  they 
are  intended,  that  strategies  chosen  to  achieve  a  pub¬ 
lic  purpose  are  relatively  efficient  and  that  government 
action  is  not  inflationary.  The  crippling  impact  of  infla¬ 
tion  on  home  finance — for  lenders  and  borrowers— 
underscores  that  inflation  must  be  eliminated  not  ac¬ 
commodated.  Flousing  and  housing  finance  should  not 
be  exempt  from  the  rigor  required  by  that  effort. 

Third,  demographers  tell  us  that  there  will  be  an  un 
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precedented  demand  for  housing  in  the  1980's.  It 
goes  without  saying  that  words  like  "disarray,"  "crisis" 
and  "devastated" — all  of  which  have  been  used  to  de¬ 
scribe  the  current  state  of  our  housing  finance  system, 
or  at  least  segments  of  it — do  not  bode  well  for  our 
ability  to  finance  the  demand  that  is  upon  us. 

Fourth,  even  apart  from  the  all-pervasive  impact  of 
inflation,  the  financial  services  industry  is  in  the 
process  of  fundamental  change.  Technology,  deregu¬ 
lation  of  deposits,  erosion  of  geographical  restraints 
and  competition  from  entities  not  regulated  as  deposit 
takers  are  realities.  Necessarily,  the  structure  of  com¬ 
petition  in  the  provision  of  financial  services,  including 
home  financing,  will  change  radically.  The  framework 
of  government  intervention  in  housing  and  housing  fi¬ 
nance  must  be  reassessed  in  light  of  those  changes. 

Finally,  from  our  point  of  view,  this  is  a  particularly 
helpful  time  for  the  subcommittee  to  start  its  efforts.  On 
March  24,  1981,  after  more  than  a  year  of  intensive 
study  and  consideration,  the  Office  promulgated  a 
regulation  providing  a  flexible  framework  for  national 
banks  to  offer  adjustable-rate  mortgages.  Moreover,  at 
that  time,  we  indicated  our  intention  to  explore  and, 
within  the  scope  of  our  authority,  to  provide  a  frame¬ 
work  for  other  alternative  mortgage  instruments  which 
might  satisfy  the  special  needs  of  certain  lenders  and 
borrowers.  In  addition,  we  are  committed  to  exploring 
a  series  of  steps,  some  requiring  congressional  action, 
to  facilitate  the  participation  of  national  banks  in  pro¬ 
viding  home  finance. We  view  those  steps  as  espe¬ 
cially  important  in  light  of  the  unprecedented  demand 
for  housing  that  will  exist  during  the  next  decade  and 
the  need  and  desire  for  many  thrift  institutions  to  diver¬ 
sify. 

Comptroller’s  Adjustable-Rate  Mortgage  Regulation 

Two  judgments  led  principally  to  the  Office's  com¬ 
mitment  to  consider  adopting  a  regulation  that  would 
explicitly  authorize  national  banks  to  make  or  purchase 
adjustable-rate  mortgages,  notwithstanding  restric¬ 
tions  or  prohibitions  in  state  law,  and  that  would  pro¬ 
vide  a  flexible  framework  within  which  national  banks 
might  exercise  that  authority.  First,  our  judgment  was 
that  fixed  rate  lending  in  the  face  of  high  and  vola¬ 
tile  rates  was  very  difficult,  if  not  imprudent,  and  if 
granted  a  flexible  framework,  mortgage  lending  would 
prove  substantially  more  attractive  for  national  banks. 
That  would  enhance  the  availability  of  mortgage  funds 
and  provide  a  competitive  alternative  for  the  prospec¬ 
tive  home  buyer.  That  judgment  reflected  two  consid¬ 
erations.  Pre-emption  of  state  laws  which  significantly 
inhibit  or  forbid  adjustable-rate  mortgage  lending  en¬ 
hances  the  attractiveness  of  mortgage  lending  in  those 
states.  Moreover,  we  believe  that  the  provision  of  a 
uniform  and  flexible  federal  framework  providing  a 
known  legal  environment  and  acceptable  standards 
for  disclosure  will  encourage  lenders  to  participate  in 
mortgage  lending. 

Second,  the  decision  to  consider  adopting  an 
adjustable-rate  mortgage  regulation  reflected  concern 
that  a  proliferation  of  new  instruments,  combined  with 
the  relative  novelty  and  potential  complexity  of  the  in¬ 


struments,  would  create  substantial  borrower  confu¬ 
sion.  In  addition,  the  lack  of  a  national  set  of  disclosure 
standards  for  national  banks  presented  the  prospect 
for  a  difficult  supervisory  problem  for  our  Office 

Accordingly,  we  began  more  than  a  year  ago  to  pre¬ 
pare  a  regulation  that  would  reflect  those  judgments 
The  regulation  was  published  for  comment  on  Septem¬ 
ber  29,  1980,  and  proposed  that  national  banks  be  au¬ 
thorized  to  design  adjustable-rate  mortgage  loans, 
within  limitations,  that  meet  their  needs  and  those  of 
their  customers.  The  proposal  also  solicited  comment 
on  the  wide  variety  of  issues  associated  with 
adjustable-rate  mortgage  lending.  In  early  December, 
the  Office,  in  conjunction  with  the  Federal  Home  Loan 
Bank  Board,  held  hearings  in  Washington,  D  C.,  Chi¬ 
cago  and  Los  Angeles  to  provide  for  broad  public  par¬ 
ticipation  in  the  rulemaking  process.  The  Office  re¬ 
ceived  written  comments  from  approximately  330 
persons  and  oral  testimony  of  over  50  witnesses. 

Support  for  flexible  adjustable-rate  mortgage  lend¬ 
ing  authority  was  virtually  unanimous  among  those 
commenting  on  behalf  of  national  banks.  However, 
some  of  them  felt  that  the  proposed  limits  on  interest 
rate  adjustments  were  too  restrictive  and  might  dis¬ 
courage  adjustable-rate  mortgage  lending.  Represen¬ 
tatives  of  consumer  groups  and  community  groups  ex¬ 
pressed  concern  over  the  rising  cost  of  homeowner- 
ship  and  the  impact  that  adjustable-rate  mortgage 
lending  might  have  on  the  availability  of  mortgage 
credit  for  low-  to  moderate-income  borrowers  and  low- 
to  moderate-income  neighborhoods.  Many  consumer 
representatives  were  sympathetic  to  the  difficulties 
mortgage  lenders  face  in  making  fixed  rate  loans  in  an 
inflationary  environment.  Nonetheless,  they  urged  that 
the  extension  of  adjustable-rate  mortgage  lending  au¬ 
thority  be  limited  and  that  such  authority  be  granted 
only  in  combination  with  other  federal  government 
actions  to  assure  the  availability  of  affordable  mort¬ 
gage  funds  for  low  and  moderate  income  borrowers. 

Events  during  the  past  year  reinforced  our  judgment 
that  an  adjustable-rate  mortgage  regulation  was  nec¬ 
essary.  Interest  rates  on  the  popular  6-month  money 
market  certificate  of  deposit  ranged  from  6.66  percent 
in  June  1980  to  15.42  percent  in  December  1980.  At 
the  end  of  February,  44  percent  of  commercial  bank 
deposits  were  in  rate-sensitive  liabilities,  including 
large  negotiable  certificates  of  deposit,  money  market 
certificates  of  deposit  and  2V2  year  small-saver  certifi¬ 
cates.  The  market  values  of  fixed  rate  long-term  mort¬ 
gages  made  last  September  have  already  suffered  a 
10  percent  decline  due  to  higher  interest  rates  As  a 
consequence  of  that  decline  and  those  stemming  from 
low-rate  mortgages  made  in  previous  years,  it  is  be¬ 
coming  increasingly  difficult  for  borrowers  to  obtain 
fixed  rate  mortgage  loans  except  from  lenders  with  ac¬ 
cess  to  federally  sponsored  agencies  or  private  inves¬ 
tors  willing  to  purchase  those  loans. 

Based  on  the  comments  we  received,  testimony  and 
our  analysis  of  events  in  the  marketplace,  we  con¬ 
cluded  that  a  regulation  should  be  adopted  providing 
a  federal  framework  for  national  banks  to  participate  in 
adjustable-rate  mortgage  financing,  and  on  March  24. 
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1981,  issued  a  regulation  governing  that  activity.  (The 
final  regulation  is  attached.*) 

Three  fundamental  decisions  were  made.  First  of  all, 
we  rejected  the  option  of  specifying  a  single 
adjustable-rate  mortgage  instrument  for  national 
banks.  We  concluded  that  economic  and  market  con¬ 
ditions  in  the  different  locales  and  the  needs  of  bor¬ 
rowers  and  lenders  alike  are  simply  too  varied  to  be 
satisfied  by  a  single  contract.  Indeed,  the  very  perva¬ 
siveness  of  the  30-year  fixed  rate  instrument  in  the 
portfolios  of  thrift  institutions  has  caused  the  problems 
faced  today.  Rather,  we  concluded  that  the  better 
course  lay  in  establishing  an  increasingly  flexible  legal 
framework  for  the  borrower  and  lender  to  arrive  at  a 
contract  satisfying  the  needs  of  both. 

Second,  we  concluded  that  we  should  pre-empt 
state  law  in  that  area,  including  permissive  and  restric¬ 
tive  regulatory  regimes,  with  a  comprehensive  federal 
scheme.  We  believed  that  the  framework  developed 
would  enhance  mortgage  availability  in  states  which 
were  unduly  restrictive  and  would  be  sufficiently  flexi¬ 
ble  not  to  stifle  innovation  in  states  which  were  permis¬ 
sive.  Moreover,  as  indicated,  we  believed  that  a  signifi¬ 
cant  need  existed  for  a  uniform  set  of  disclosure 
standards  to  enhance  borrower  comprehension  of 
newly  available  options. 

And,  third,  we  determined  that  the  regulation  should 
be  somewhat  more  flexible  than  originally  proposed. 
For  example,  the  regulation  as  adopted  provides  for  a 
2  percent  annual  cap  on  interest  rate  movement  rather 
then  the  proposed  1  percent.  That  decision  reflected 
the  judgment  that  the  risks  to  borrowers  posed  by  vari¬ 
ations  in  rate  were  outweighed  by  benefits  derived 
from  enhanced  availability  of  funds  provided  by 
lenders  attracted  by  the  more  flexible  instruments  and 
the  downward  pull  on  price  resulting  from  increased 
competition  and  the  fact  that  lenders  need  not  price  to 
the  same  extent  for  rate  risk.  Moreover,  we  are  con¬ 
vinced  that  in  a  competitive  lending  environment  many 
institutions  will  choose  to  compete  with  instruments 
that  do  not  use  the  full  latitude  provided  by  the  regula¬ 
tion. 

In  that  connection,  we  were  impressed  in  the  hear¬ 
ings  and  in  the  comment  period  with  the  seriousness 
of  the  affordability  problem  facing  low  and  moderate 
income  people  in  the  current  rate  environment.  In¬ 
deed,  among  first  time  home  buyers,  all  but  the  afflu¬ 
ent  are  effectively  shut  out  of  many  markets.  The  pro¬ 
blem  is  severe  and  may  require  governmental 
attention  unless  we  are  willing  to  reject  our  longstand¬ 
ing  national  housing  goals.  We  disagree,  however, 
with  the  proposition  that  the  regulation  which  the  Office 
adopted  will  exacerbate  that  problem.  In  the  environ¬ 
ment  of  the  past  year,  low  and  moderate  income  peo¬ 
ple  were  effectively  foreclosed  by  the  absence  of 
funds  and  the  prohibitive  price  of  fixed  rate  mort¬ 
gages.  If  anything,  the  regulatory  framework  that  we 
have  adopted  will  serve  to  ameliorate,  not  exacerbate, 


'  The  regulation  is  not  included  here  because  of  space  limitations  It 
is  available  from  other  sources 


that  problem  by  encouraging  a  greater  supply  of  mort¬ 
gage  credit. 

From  our  perspective,  there  are  two  answers  to  the 
problem  of  affordability  of  decent  housing  for  low  and 
moderate  income  people.  The  first  is,  of  course,  elimi¬ 
nation  of  inflation  and  its  impact  on  interest  rates  and 
housing  prices.  And  the  second  is  a  more  effective  tar¬ 
geting  of  the  very  substantial  amounts  of  governmental 
subsidy  that  flows  through  those  markets. 

Description  of  Regulation 

The  regulation  pre-empts  state  laws  for  national 
banks  and  extends  broad  authority  to  all  national 
banks  to  design  adjustable-rate  mortgage  instruments, 
within  the  following  conditions: 

•  Interest  rate  adjustments  must  be  tied  to 
changes  in  one  of  three  specified  national  inter¬ 
est  rate  indexes; 

•  Interest  rate  adjustments  must  occur  at  regular 
intervals  and  not  more  often  than  once  every  6 
months; 

•  Maximum  interest  rate  change  is  limited  to  1 
percentage  point  for  every  6-month  period  be¬ 
tween  rate  adjustments,  with  no  single  rate  ad¬ 
justment  exceeding  5  percentage  points — there 
is  no  requirement  for  an  overall  interest  rate 
cap; 

•  Interest  rate  increases  caused  by  changes  in 
the  index  are  optional,  but  decreases  are  man¬ 
datory; 

•  Interest  rate  adjustments  may  be  implemented 
through  adjustments  to  the  monthly  payment 
amount  or  in  the  rate  of  amortization  of  the  loan, 
with  limitations  on  the  maximum  amount  of  neg¬ 
ative  amortization; 

•  Prepayment  penalties  are  prohibited  after  the 
first  scheduled  rate  adjustment  notification 
date,  and  fees  for  rate  adjustments  are  prohib¬ 
ited;  and 

•  Adjustable-rate  mortgage  loans  may  contain 
due-on-sale  clauses  or  may  be  assumable  at 
the  discretion  of  the  bank. 

Despite  our  decision  to  encourage  flexibility  in  ad¬ 
justable-rate  mortgages,  the  Office  recognizes  that 
borrowers  contemplating  such  mortgages  may  find  it 
difficult  to  make  an  informed  choice  among  the  com¬ 
plex  and  unfamiliar  options.  To  address  that  concern, 
the  regulation  complements  the  flexibility  of  the  permit¬ 
ted  mortgage  instrument  with  requirements  for  com¬ 
prehensive  consumer  disclosures.  Disclosures  serve 
the  two-fold  purpose  of  educating  borrowers  about  the 
nature  of  the  mortgages  and  equipping  them  to  shop 
for  the  most  appropriate  one. 

The  regulation  requires  that  the  bank  provide  pro¬ 
spective  borrowers  with  a  general  description  of  an 
adjustable-rate  mortgage,  a  description  of  the  index 
used,  a  10-year  historical  series  of  the  index,  the  rules 
relating  to  changes  to  the  interest  rate  and/or  payment 
amount  and  a  "worst-case"  disclosure  statement.  We 
feel  those  disclosure  requirements  will  provide  bor¬ 
rowers  with  adequate  information  to  make  informed 
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borrowing  decisions.  To  minimize  the  burden  of  com¬ 
plying  with  those  requirements,  the  Office  has  de¬ 
signed  model  disclosure  forms  for  the  banks’  use. 

Future  Office  Initiatives 

The  Office  is  considering  further  initiatives  in  the  res¬ 
idential  mortgage  market  to  facilitate  bank  real  estate 
lending.  Future  actions  under  consideration  include 
proposing  rules  governing  other  types  of  mortgage  in¬ 
struments,  pre-empting  state  rules  which  have  the  ef¬ 
fect  of  discouraging  fixed  rate  lending,  proposing  revi¬ 
sions  to  the  statute  controlling  national  bank  real  estate 
lending  activity  and  establishing  a  formal  program  of 
monitoring  and  analyzing  national  bank  participation  in 
the  mortgage  market. 

First,  with  respect  to  new  mortgage  instruments, 
the  Office  intends  to  publish  for  comment  amendments 
to  the  adjustable-rate  mortgage  rule  that  will  deal  ex¬ 
plicitly  with  payment-capped  mortgages.  Those  are 
adjustable-rate  mortgage  loans  on  which  payment,  but 
not  interest  rate  changes,  are  limited.  Interest  rate 
changes  over  a  fixed  payment  period  are  reflected  in 
changes  in  the  rate  of  amortization  of  principal  rather 
than  a  change  in  the  monthly  payment. 

The  proposed  regulation  will  address  the  Office’s 
concerns  over  appropriate  limitations  on  payment 
changes  and  negative  amortization  and  acceptable 
disclosure  of  information  concerning  those  complex 
mortgage  loan  instruments.  Until  the  adoption  of 
amendments,  the  Office  is  allowing  banks  currently  of¬ 
fering  payment-capped  adjustable-rate  mortgages  to 
continue  subject  to  our  review  of  their  programs. 
Banks  may  begin  lending  under  such  programs  60 
days  after  submitting  the  documents  for  review  and 
possible  modification  by  this  Office. 

The  possibility  of  extensive  negative  amortization  on 
payment-capped  mortgages  is  of  special  concern.  It  is 
widely  held  in  mortgage  and  consumer  credit  circles 
that  borrowers  ignore  interest  rates,  finance  charges, 
maturity  and  other  terms  of  a  loan,  and  make  their  de¬ 
cisions  solely  on  the  bisis  of  monthly  payment.  While 
that  view  is  oversimplified,  many  borrowers  are  cer¬ 
tainly  less  concerned  with  the  total  cost  of  the  loan 
over  its  life  than  with  whether  their  budget  can  cover 
the  monthly  payments. 

There  is  concern  that  borrowers  will  be  attracted  to 
payment-capped  mortgages  because  monthly  pay¬ 
ments  will  change  less  frequently  than  those  on 
interest-capped  mortgages  and  that  they  will  not  un¬ 
derstand  the  possibility  that  the  outstanding  loan  bal¬ 
ance  could  increase,  perhaps  significantly,  over  time. 
Under  some  of  the  mortgage  plans  currently  offered, 
the  outstanding  balance  on  a  $50,000  mortgage  could 
more  than  double  by  the  end  of  the  25th  year,  if  inter¬ 
est  rates  rose  on  average  by  as  little  as  Va  of  1  percent 
per  year. 

The  Office  believes  that  consumers  should  have  the 
opportunity  to  choose  a  payment-capped  mortgage. 
However,  because  of  the  complexity  of  payment- 
capped  mortgage  loans  and  the  uncertainty  associ¬ 
ated  with  negative  amortization,  borrowers  need  to 
know  how  the  interest  rate  is  set,  the  relationship  be¬ 


tween  the  level  of  monthly  payments  and  the  interest 
rate  and  the  negative  amortization  features  Payment- 
capped  loans  may  also  be  risky  for  lenders  and  bor¬ 
rowers  if  the  loan  amount  increases  to  the  point  where 
it  exceeds  the  market  value  of  the  property 

Second,  the  Office  intends  to  review  the  merits  of 
additional  mortgage  instruments  which  more  directly 
address  the  affordability  problem  For  instance,  in  a 
period  of  prolonged  inflation  accompanied  by  high 
and  volatile  interest  rates,  the  standard  fixed  rate  mort¬ 
gage  requires  a  monthly  payment  that  is  high,  in  real 
terms,  in  the  early  years  of  the  loan.  The  nominal  value 
of  the  monthly  payment  remains  constant,  but  taking 
into  account  the  effect  of  inflation  on  the  purchasing 
power  of  a  dollar,  the  real  value  of  the  monthly  pay¬ 
ment  shrinks  over  time  That  causes  the  so  called  “tilt" 
problem  faced  by  many  families  who,  while  good 
credit  risks  in  terms  of  future  income  growth,  have  diffi¬ 
culty  qualifying  for  a  mortgage  loan  because  of  the 
high  initial  monthly  payments.  The  Office  intends  to  re¬ 
view  carefully  a  variety  of  proposals  designed  to  meet 
that  problem,  including  the  graduated-payment  mort¬ 
gage,  the  graduated-payment  adjustable-rate  mort¬ 
gage,  the  Federal  Home  Loan  Bank  Board's  proposed 
shared  appreciation  mortgage  and  the  price-level  ad¬ 
justed  mortgage  now  offered  in  several  countries. 

Third,  the  Office  plans  to  consider  additional  regula¬ 
tory  actions  to  remove  or  reduce  restrictions  which 
have  the  effect  of  discouraging  long-term  fixed  rate 
lending  in  favor  of  short-term  and  demand  mortgages. 
For  instance,  most  conventionally  financed  mortgages 
have  due-on-sale  clauses  requiring  that  the  loan  be  re¬ 
paid  at  the  lender’s  option  if  the  property  securing  the 
loan  is  sold.  However,  with  the  rise  in  mortgage  rates, 
mortgage  loans  made  several  years  ago  with  lower  in¬ 
terest  rates  have  become  valuable  “assets”  for  bor¬ 
rowers  and  costly  “liabilities”  of  lenders.  Numerous 
state  courts  have  ruled  in  the  last  few  years  that  due- 
on-sale  clauses  may  be  enforced  only  in  those  rare  in¬ 
stances  when  lenders  can  demonstrate  that  their  secu¬ 
rity  is  impaired  by  the  property  transfer.  Those  rulings 
provide  a  windfall  to  borrowers  with  low-rate  mort¬ 
gages  in  those  states  because  they  can  sell  their  mort¬ 
gage  obligation  as  a  valuable  asset  apart  from  the 
value  of  the  encumbered  property.  As  a  consequence, 
long-term  fixed  rate  mortgage  lending  in  those  states 
has  been  discouraged 

The  Federal  National  Mortgage  Association,  the  sin¬ 
gle  largest  investor  in  residential  mortgages,  recently 
announced  a  policy  of  requiring  lenders,  subject  to 
state  prohibitions  of  due-on-sale  clauses,  to  include  a 
provision  in  their  loans  permitting  the  association  to 
call  the  loans  at  the  end  of  7  years.  Similarly,  the  Fed¬ 
eral  Home  Loan  Bank  Board  has  determined  that  its 
rules  permitting  the  enforcement  of  due-on-sale 
clauses  pre-empt  state  law  and  that  federally  char¬ 
tered  savings  and  loan  associations  are  not  subject  to 
such  restrictions.  We  are  considering  proposing  simi¬ 
lar  pre-empt  rules  for  real  estate  lending  by  national 
banks. 

Fourth,  the  Office  has  been  considering  the  effects 
of  restrictions  imposed  on  national  bank  real  estate 
lending  by  provisions  of  12  USC  371  Those  restric- 
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tions  are  intended  to  put  such  real  estate  lending  on  a 
safe  and  sound  basis,  but  we  believe  that  they  might, 
contrary  to  the  expressed  intent  of  Congress,  unduly 
inhibit  national  bank  participation  in  the  evolving  resi¬ 
dential  real  estate  finance  market.  In  particular,  the 
rigid  loan-to-value  ratios,  the  30-year  amortization  re¬ 
quirement  and  aggregate  limitations  on  total  real  es¬ 
tate  lending,  construction  lending  and  second-lien  real 
estate  lending  often  deter  national  banks  from  engag¬ 
ing  in  transactions  that  could  at  once  be  prudent  and 
profitable  and  satisfy  the  needs  of  their  customers.  We 
believe  that,  while  those  subjects  are  relevant  to  sound 
management  of  real  estate  lending,  rigid  predeter¬ 
mined  limitations  are  often  at  variance  with  evolving 
market  realities.  We  have  in  the  past  suggested  a  revi¬ 
sion  of  12  USC  371  that  would  authorize  national 
banks  to  make  real  estate  loans  subject  only  to  any 
limitations  that  the  Comptroller  might  from  time  to  time 
impose.  We  intend  to  propose  such  legislation  during 
this  session  of  the  Congress. 

Finally,  the  Office  intends  to  monitor  systematically 
the  effects  of  our  adjustable-rate  mortgage  regulation 
on  the  supply  and  flow  of  mortgage  credit,  both  gener¬ 
ally  and  to  specific  groups  likely  to  experience  diffi¬ 
culty  in  affording  housing.  We  are  considering,  first,  a 
program  to  monitor  national  bank  residential  mortgage 
activities  similar  to  the  ongoing  analysis  of  savings  and 
loan  association  activity  by  the  Federal  Flome  Loan 
Bank  Board.  If  we  are  correct  in  believing  that  the  in¬ 
troduction  of  adjustable-rate  mortgages  will  signifi¬ 
cantly  increase  the  role  of  national  banks  in  the  real 
estate  market,  it  will  be  desirable  to  collect  and  ana¬ 
lyze  more  detailed  information  on  commercial  bank 
mortgage  originations  and  sales,  mortgage  commit¬ 
ments,  terms  and  conditions  on  mortgages  closed, 
and  portfolio  holdings.  Such  information  will  provide  a 
basis  for  our  future  rulemaking  process  and  for  recom¬ 
mending  changes  to  our  present  statutes. 

In  addition,  the  Office  intends  to  monitor  the  impact 
of  adjustable-rate  mortgages  on  low  and  moderate  in¬ 
come  areas  and  on  women  and  minorities.  Concern 
has  been  expressed  that  banks  offering  the  mortgages 
might  fail  to  satisfy  their  obligations,  as  expressed  in 
the  Community  Reinvestment  Act,  to  help  meet  the 
credit  needs  of  their  entire  communities,  based  on  un¬ 
substantiated  perceptions  that  property  prices  or  in¬ 
comes  of  residents  in  low  and  moderate  income  areas 
will  not  increase  in  line  with  the  general  inflation  rate. 
Similarly,  it  is  possible  that  lenders  might  use  loan 
evaluation  criteria,  including  unsubstantiated  projec¬ 
tions  of  future  income  growth,  that  could  have  the  ef¬ 
fect  of  illegally  discriminating  against  minorities, 
women  or  other  groups  protected  by  the  Equal  Credit 
Opportunity  Act  and  the  Fair  Flousing  Act.  If  the  results 
of  our  evaluation  indicate  an  adverse  impact  on  the 
objectives  of  those  laws,  the  Office  will  considei 
amendments  to  the  regulation  and  other  actions  to  ad¬ 
dress  the  problem  If  results  of  the  evaluation  suggest 
no  adverse  impact,  or  a  positive  impact,  the  Office  will 
consider  eliminating  the  monitoring  program  and  may 
also  permit  additional  flexibility  in  the  adjustable-rate 
mortgages  that  national  banks  may  offer. 


Further  Considerations 

The  development  of  flexible  mortgage  financing  op¬ 
tions  for  depository  insititutions  and  other  actions 
which  we  and  others  may  take  will  go  far  toward  assur¬ 
ing  a  steadier  flow  of  funds  to  housing  and  may  even 
reduce  finance  costs  as  new  competition  enters  the 
market  and  as  institutions  no  longer  have  to  charge  a 
significant  premium  to  cover  rate  risk.  Nevertheless, 
we  believe  that  more  is  required.  The  confluence  of  in¬ 
flation,  high  and  volatile  interest  rates,  deregulation  of 
rate  controls  for  depository  institutions,  general  erosion 
of  the  barriers  which  have  segmented  financial  mar¬ 
kets  and  unprecedented  demand  for  housing  likely  to 
occur  in  the  1980’s  requires  a  comprehensive  review 
of  our  nation’s  housing  and  housing  finance  policies. 
These  hearings  provide  a  focus  for  such  an  inquiry, 
and  we  look  forward  to  working  with  the  subcommittee. 
In  the  remainder  of  our  testimony,  we  will  suggest  a 
general  approach  to  that  inquiry  rather  than  providing 
detailed  critiques  of  specific  programs  and  strategies. 

Housing  policy  has  all  too  often  fallen  prey  to  the  at¬ 
traction  of  the  off-balance  sheet  item  and  the  hidden 
subsidy.  Whether  we  are  talking  about  loan  guaran¬ 
tees,  Regulation  Q  ceilings,  tax  incentives  or  federal  fi¬ 
nancing  programs,  each  has  had  its  cost,  a  cost  nec¬ 
essarily  borne  by  someone.  If  we  are  to  appraise  the 
ultimate  worth,  efficiency  and  equity  of  those  pro¬ 
grams,  their  costs  must  be  identified.  Such  an  exercise 
is  not  easy,  politically  or  practically.  The  difficulty  of 
eliminating  Regulation  Q  ceilings,  which  had  transfer¬ 
red  the  cost  of  supporting  thrift  institutions  and  home 
finance  to  depositors,  is  ample  evidence  of  that.  Yet, 
the  necessity  to  fight  inflation  demands  that  we  identify 
and  accurately  account  for  the  costs  of  governmental 
intervention,  direct  and  indirect,  hidden  and  on  the  ta¬ 
ble. 

Similarly,  we  should  identify  clearly  the  beneficiaries 
of  such  intervention  and  the  extent  of  benefits  received 
to  determine  whether  the  stated  objectives  of  public 
policy  are,  in  fact,  served  by  the  governmental  action. 
The  requirement  that  we  cut  governmental  costs  un¬ 
derscores  the  need  to  be  especially  rigorous  in  assur¬ 
ing  that  benefits  are  appropriately  focused. 

Stated  in  human  terms,  it  does  matter  whether  the 
recipient  of  the  benefits  of  government  housing  inter¬ 
vention  is  a  55-year-old  working  widow  with  children 
and  $20,000  income  or  a  Washington,  D.C.,  couple 
with  a  combined  income  of  $100,000.  Yet,  as  all  of  us 
who  have  enjoyed  our  interest  rate  deduction,  30-year 
fixed  rate  mortgage  and  escalating  housing  values  are 
aware,  the  couple  benefits  substantially  more  from  our 
system.  Moreover,  and  more  tragically,  if  our  hypothet¬ 
ical  woman  is  a  renter,  the  combination  of  market 
forces  and  governmental  policies  may  eventually  force 
her  out  of  her  home  of  20  years.  As  we  must  cut  back 
governmental  costs,  it  should  go  without  saying  that 
we  need  to  target  our  scarce  resources  on  those  who 
need  them. 

A  corollary  of  the  need  to  minimize  and  target  costs 
is  the  need  to  identify  and  use  strategies  which  are  rel¬ 
atively  efficient  and  eliminate  those  which  are  not.  All 
things  being  equal,  a  governmental  action  which  does 
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not  require  a  federal  bureaucracy  is  preferable  to  one 
which  does.  Similarly,  a  program  which  confers  bene¬ 
fits  on  those  who  need  them  rather  than  one  which 
blankets  poor  and  affluent  alike  is  to  be  preferred. 

Finally,  we  need  to  question  whether  our  housing 
and  housing  finance  programs  are  inflationary.  For  ex¬ 
ample,  it  has  been  argued  that  productivity  would  be 
enhanced  if  savings  were  not  tilted  toward  second  and 
vacation  homes  but  rather  toward  investments  which 
support  new  plant  and  equipment  for  our  industrial 
complex.  In  the  same  vein,  it  can  be  argued  with  some 
force  that  governmental  actions  having  the  effect  of  re¬ 
ducing  the  effective  rate  of  interest  on  mortgages 
(e.g.,  the  interest  rate  tax  deduction  and  Regulation  Q 


ceilings)  necessarily  create  an  upward  pull  on  housing 
prices. 

In  conclusion,  I  would  emphasize  that  no  program  or 
strategy  should  be  considered  sacred  The  30-year 
fixed  rate  mortgage  is  a  venerated  element  of  our  sys¬ 
tem  of  housing  finance  and  has  served  our  nation  well 
The  move  to  a  world  of  greater  flexibility  is  revolution¬ 
ary.  Our  Office  has  not  taken  lightly  the  action  to  facili¬ 
tate  that  change.  We  firmly  believe  that  changed  cir¬ 
cumstances  demanded  that  step  Other  steps  equally 
revolutionary  may  be  required  if  we  are  to  fight  inflation 
and  continue  our  commitment  to  a  “decent  home  and 
suitable  living  environment”  for  every  American. 
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I  have  been  asked  to  start  things  today  by  giving  a 
brief  overview  of  where  the  financial  intermediary  sys¬ 
tem  and  the  banking  industry  stand  today  and  an 
equally  brief  rundown  of  some  of  the  major  issues  con¬ 
fronting  depository  institutions. 

Virtually  the  only  certainty  I  can  offer  you  is  that 
things  are  not  standing  still.  Banking  is  in  the  midst  of 
such  rapid  and  fundamental  change  that  any  attempt 
to  describe  it  risks  almost  instantaneous  obsoles¬ 
cence.  Bill  Butcher,  Chase's  new  Chairman,  was 
quoted  the  other  day  as  saying  that  he  expected  a 
“big  upheaval”  in  banking  in  the  years  to  come,  but 
that  he  could  not  predict  how,  where  or  when  it  would 
happen.  So  let  me  take  that  as  my  characterization  of 
banking  today:  an  industry  in  the  throes  of  transforma¬ 
tion  but  with  even  more  significant  changes  still  to 
come.  The  challenge  for  us  will  be  manaqinq  that 
change. 

Before  giving  an  overview  of  the  major  issues,  it  is 
useful  to  understand  the  forces  of  change  shaping  the 
issues.  One  is  economic  uncertainty.  Inflation,  volatility 
in  interest  rates  and  fluctuations  in  unemployment  and 
production  have  heightened  uncertainty  and  made  the 
business  of  providing  financial  services  much  more 
difficult  and  risky.  Hopefully,  progress  will  be  made  in 
solving  those  problems,  but  prudence  dictates  that  we 
should  be  prepared  for  continued  economic  uncer¬ 
tainty,  expecting  the  unexpected. 

A  second  force  is  the  increasing  use  of  more  sophis¬ 
ticated  technology  in  delivering  financial  services.  Pre¬ 
dicted  for  years,  the  “checkless’’  society  is  not  yet  re¬ 
ality.  Nevertheless,  the  use  of  innovative  technology  in 
providing  financial  services  may  be  on  the  verge  of 
take-off. 

Inflation  and  technology  are  important  catalysts  of 
the  erosion  of  barriers  to  competition  that  have  tradi¬ 
tionally  separated  banks  and  thrift  institutions  from 
other  providers  of  financial  services.  Technological  de¬ 


velopments  have  the  potential  to  expand  natural  mar¬ 
ket  areas  for  depository  and  nondepository  institutions, 
regardless  of  statutory  limitations  on  office  locations. 

Inflation  and  technological  advances  are  also  cata¬ 
lysts  of  deregulation  of  price  controls,  product  limita¬ 
tions  and  market  restrictions.  Deregulation  means  that 
depository  institutions  will  be  able  to  become  more  ef¬ 
fective  competitors,  particularly  with  unregulated  pro¬ 
viders  of  financial  services. 

A  third  factor  is  demographic  and  labor  force 
changes.  In  the  1980's,  the  post-war  baby  boom  will 
mature.  There  will  be  more  workers  in  the  prime  age 
category  of  25  to  44  and  fewer  young  people.  The 
work  force  will  be  better  educated,  more  stable  and 
more  productive.  Moreover,  many  predict  continued 
migration  from  the  North  and  East  to  the  South  and 
West.  Such  demographic  shifts  will  have  important  im¬ 
plications  for  financial  product  markets. 

A  fourth  force  is  government.  Our  system  of  regulat¬ 
ing  commercial  banks  is  unique  and  utterly  pervasive 
For  better  or  worse,  decisions  we  make  in  the  public 
sector — whether  pertaining  to  geographic  restraints  on 
competition,  monetary  policy,  consumer  disclosure  or 
capital  adequacy — profoundly  affect  how  the  private 
sector  conducts  business.  It  seems,  ironically,  that  al¬ 
though  we  are  all  committed  to  the  concept  of  deregu¬ 
lation,  law  and  regulation  have  become  more,  not  less, 
pervasive  in  recent  years. 

In  sum,  then,  banking  will  not  only  be  different  in  the 
1980’s,  but  significantly  more  difficult.  It  will  be  uncer¬ 
tain,  more  complex,  intensely  competitive  and  involve 
far  greater  potential  for  error. 

Deposit  Deregulation 

Several  issues  are  worthy  of  mention  One  is  deposit 
deregulation.  Since  passage  of  the  Depository  Institu¬ 
tions  Deregulation  and  Monetary  Control  Act  last  year. 
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the  question  of  deposit  deregulation  has  stood  at  cen¬ 
ter  stage  of  political  and  public  policy  debates  con¬ 
cerning  financial  institutions.  Enactment  of  that  legisla¬ 
tion  marked  a  resolution — at  least  temporarily — of  a 
fundamental  policy  question.  Now  the  issue  is  “how,” 
not  "whether,”  we  shall  end  federal  regulation  of  the 
prices  and  types  of  deposit  products  and  services. 

The  Depository  Institutions  Deregulation  Committee 
(DIDC)  recently  requested  public  comment  on  a  strat¬ 
egy  of  deregulation  by  deposit  maturity.  That  the 
choice  of  long-run  deregulation  strategy  is  not  easy  is 
reflected  in  the  actions  of  the  DIDC  during  the  past 
year.  Although  specific  DIDC  actions  might  be  ques¬ 
tioned  for  appropriateness  or  wisdom,  they  reflect  the 
committee’s  sincere  attempts  to  balance  a  set  of  com¬ 
plicated  and  sometimes  inconsistent  missions  as¬ 
signed  to  it  by  Congress. 

One  current  issue  relating  to  deposit  rate  deregula¬ 
tion  is  the  competition  of  the  money  market  funds.  That 
matter  underscores  the  difficult  task  facing  the  DIDC  in 
deregulating  deposit  rates  in  the  coming  months  and 
the  relationship  of  the  task  to  fundamental  questions 
involving  the  structure  of  the  financial  services  indus¬ 
tries.  Suggestions  and  petitions  have  been  advanced 
to  provide  depository  institutions  with  deposit  tools  to 
compete  with  the  money  market  funds  or,  the  alterna¬ 
tive,  to  place  restraints  on  the  funds. 

My  preferred  answer  to  the  money  market  fund  is¬ 
sue,  predictably  enough,  is  to  authorize  the  deposit 
tools  necessary  to  compete  with  the  funds  on  an  equal 
footing.  That  solution,  however,  is  not  simple  to  imple¬ 
ment  because  of  the  poor  earnings  posture  of  identifi¬ 
able  segments  of  the  deposit-taking  sector. 

What  about  restraints  on  money  market  funds?  That 
would  be  unfortunate  for  several  reasons.  On  a  philo¬ 
sophical  level,  it  represents  new  government  intrusion 
into  an  unregulated  area,  precisely  the  wrong  signal  at 
this  time.  Moreover,  whatever  form  new  regulations 
would  take,  I  have  no  doubt  that  a  lawyer  and  a  mar¬ 
keter  would  soon  figure  a  way  around  them. 

Increased  Competition  Between  Banks  and  Other 
Financial  Intermediaries 

A  second  issue  is  the  segmentation  of  the  financial 
services  industry,  or,  more  precisely,  the  increased 
competition  between  banks  and  other  financial  institu¬ 
tions  that  is  gradually  eroding  traditional  product- 
market  barriers.  The  essence  of  the  issue  is  simple: 
Should  households  and/or  companies  be  able  to  sat¬ 
isfy  their  needs  for  financial  services  at  one  stop,  or 
should  we  continue  to  require  specialization  and  de¬ 
fine  financial  products  through  government  fiat? 

In  the  consumer  banking  area,  the  continuing  re¬ 
straints  on  thrifts  and  the  controversy  over  money  mar¬ 
ket  funds  highlight  the  fact  that  competitive  inequalities 
remain  between  regulated  depository  institutions  and 
are  growing  between  the  depository  industry  and  other 
providers  of  financial  services.  My  own  preference  is 
for  subsfantial  deregulation.  If  insurance  companies 
can  own  brokerage  firms,  if  brokerage  firms  can  ac¬ 
quire  trust  companies,  if  refailers  can  own  savings  and 
loan  associations,  if  Merrill  Lynch  can  offer  brokerage 


services,  money  market  mutual  funds,  cash  manage¬ 
ment  accounts  and  credit  cards — the  full  "panoply”  of 
consumer  financial  services — then  it  seems  to  me  that 
the  marketplace  is  already  far  down  the  road  in  disman¬ 
tling  product  segmentation. 

In  the  corporate  finance  area,  the  need  for  reexami¬ 
nation  is  also  painfully  apparent.  Financial  and  techno¬ 
logical  innovations  have  rendered  obsolete  the  ideas 
and  definitions  of  the  1930’s  which  are  built  into  the 
law  today  and  define  the  playing  fields  for  competing 
providers  of  financial  services  to  the  corporate  sector. 
Reexamination  should  attempt  to  identify,  as  precisely 
as  possible,  the  kinds  of  abuses  that  might  occur 
through  a  relaxation  of  existing  restraints  and  whether 
or  not  eliminating  the  potential  for  such  abuses  is 
worth  the  cost  imposed  by  the  restraints. 

Interstate  Branching 

A  related  issue  is  the  future  of  geographic  restric¬ 
tions  on  bank  expansion.  Having  restricted  the  geo¬ 
graphic  expansion  of  banks  for  more  than  half  a  cen¬ 
tury,  the  McFadden  Act  will  not  easily  be  uprooted. 
The  idea  of  interstate  branching  continues  to  trigger  in 
many  minds  the  fear  of  undue  concentrations  of  eco¬ 
nomic  power.  Similar  concerns  are  raised  with  respect 
to  the  Douglas  Amendment  to  the  Bank  Holding  Com¬ 
pany  Act,  which  limits  the  interstate  spread  of  bank 
holding  companies. 

While  relaxation  of  legal  barriers  to  geographic  ex¬ 
pansion  seems  likely  to  be  a  gradual,  incremental 
process,  market  realities  already  have  prompted  inno¬ 
vations  which  sidestep  them.  Banks  operate  interstate 
in  their  lending  and  investment  activities.  On  the  liabil¬ 
ity  side,  corporate  savings  and  transaction  balances, 
large  certificates  of  deposit  and  trust  funds  have  also 
traditionally  flowed  to  banks  across  state  lines.  Thus, 
the  only  aspect  of  the  bank  funding  still  significantly  re¬ 
stricted  by  the  ban  on  interstate  branching  is  retail 
deposit-taking.  And  even  there,  the  limits  of  the  law  are 
being  put  to  the  test.  Citibank’s  Choice  Card  and  Pur¬ 
chase  Plus  Plan  (although  modified  by  the  Federal  Re¬ 
serve  Board)  is  an  interesting  attempt  to  combine  con¬ 
sumer  lending  with  retail  deposit-gathering.  Electronic 
banking  capabilities  such  as  automatic  teller  ma¬ 
chines,  point  of  sale  and  home  terminals  represent  an¬ 
other  potential  loophole  in  the  law. 

The  views  of  the  Comptroller’s  Office  on  the  inter¬ 
state  banking  issue  are  well  known.  We  believe  that 
geographic  barriers  are  anticompetitive  and  impede 
the  effectiveness  and  efficiency  of  the  banking  system. 
Thus,  they  should  be  phased  out  in  a  timely  and  or¬ 
derly  fashion.  Possible  pathways  to  that  end  include 
permitting  expansion  on  a  standard  metropolitan  sta¬ 
tistical  area  (SMSA)  basis,  contiguous  state  basis  or 
regional  groupings.  Moreover,  states  can  and  are  be¬ 
ginning  to  eliminate  those  barriers.  In  any  event,  we 
strongly  believe  that  a  strategy  should  be  selected 
now  and  written  into  law. 

Technology 

A  fourth  issue  is  one  particularly  appropriate  for  this 
city:  development  of  technology  and  its  implications 
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for  the  banking  business.  At  present,  many  systems 
are  being  developed  that  could  revolutionize  the  deliv¬ 
ery  of  financial  services,  but  other  issues  must  be  re¬ 
solved  before  those  systems  are  offered  on  a  wide¬ 
spread  basis.  Those  issues  include  the  choice  of  a 
dominant  delivery  mechanism,  be  it  cable,  telephone 
or  satellite;  antitrust  rulings  for  shared  systems;  timing 
and  scope  of  changes  in  interstate  and  intrastate 
banking  regulation;  and  position  of  the  Federal  Re¬ 
serve  on  wire  services  and  automated  clearinghouses. 

Consumer  Protection 

A  fifth  issue  involves  the  future  of  consumer  protec¬ 
tion  and  fair  lending  laws.  Most  of  the  consumer  pro¬ 
tection  laws  have  grown  up  piecemeal  over  the  past 
15  years  without  any  real  coordinated  effort  to  make 
them  complement  one  another  in  an  efficient  manner. 
Perhaps  in  reaction  there  is  an  unmistakable  trend  to¬ 
ward  deregulation,  simplification  and  streamlining. 
Nevertheless,  it  is  important  to  realize  that  efforts  made 
in  the  last  two  decades  to  protect  consumer  rights 
have  created  expectations  that  seem  likely  to  endure. 

With  those  general  thoughts  as  background,  there 
are  several  specific  areas  where  we  may  see  changes 
in  consumer  protection  and  fair  lending  laws  in  the  fu¬ 
ture. 

Laws  already  on  the  books  may  require  explicit  revi¬ 
sion  to  enable  regulators  to  administer  them  more  flexi¬ 
bly.  For  example,  at  present,  depository  institutions 
with  more  than  $10  million  in  total  assets  and  located 
in  a  standard  metropolitan  statistical  area  must  pre¬ 
pare  reports  under  the  Home  Mortgage  Disclosure 
Act.  The  Federal  Financial  Institutions  Examination 
Council  has  submitted  a  proposal  to  Congress  to  re¬ 
quire  only  institutions  with  more  than  $10  million  in 
mortgages  and  located  in  a  standard  metropolitan  sta¬ 
tistical  area  to  prepare  reports.  That  would  eliminate 
three-quarters  of  the  banks  but  only  1 1  percent  of  the 
mortgages  now  covered. 

Some  changes  could  be  made  by  the  agencies  un¬ 
der  current  law.  For  example,  the  OCC  has  made  sub¬ 
stantial  progress  in  reviewing  examination  and  en¬ 
forcement  efforts  relating  to  the  Community 
Reinvestment  Act,  the  civil  rights  laws  and  the  con¬ 
sumer  protection  laws.  We  are  preparing  to  test  a  new 
set  of  procedures,  focusing  increased  supervisory  at¬ 
tention  on  banks  with  serious  substantive  violations, 
while  trying  to  reduce  the  compliance  burden  on  the 
well-managed,  well-intentioned  institutions. 

International  Issues 

The  sixth  area  is  international  banking,  where  there 
are  three  topics  of  current  concern. 

First,  foreign  acquisitions  of  U  S.  banks  have  raised 
concerns  in  the  last  few  years  suggesting  that 
changes  in  U  S.  law  and  policy  might  be  appropriate. 
A  3-month  moratorium  on  foreign  takeovers  was  im¬ 
posed  a  year  ago  to  provide  time  for  studying  the 
many  issues  involved  OCC  staff  papers,  a  Federal  Re¬ 
serve  Board  study  and  a  lengthy  General  Accounting 
Office  report  suggest  that  the  concerns  are  exaggera¬ 


ted  or  unjustified  In  my  view,  the  facts  do  not  support 
another  moratorium  or  proposals  to  change  the  U  S 
policy  of  openness  to  foreign  investment.  However, 
foreign  banks  can  acquire  large  U  S  institutions  that 
are  foreclosed  to  domestic  bank  acquirers  That  is  a 
legitimate  issue,  but  it  results  from  our  restrictive  laws 
and  policies.  The  appropriate  response  would  be  to 
open  new  opportunities  for  U  S.  banks  by  relaxing  limi¬ 
tations  on  interstate  acquisitions  rather  than  imposing 
new  restrictions  on  foreign  buyers. 

Second,  bills  are  pending  in  Congress  to  allow 
banks  to  invest  in  export  trading  companies,  which  are 
intended  to  promote  exports,  especially  by  small  and 
middle-sized  companies  that  do  not  have  ready  ac¬ 
cess  to  international  markets.  We  believe  that  banks 
could  contribute  to  export  growth  and  that  this  would 
be  facilitated  by  permitting  them  majority  ownership  of 
export  trading  companies.  While  banks  would  be  ex¬ 
posed  to  new  risks,  the  safeguards  in  the  bill  would 
provide  adequate  protection. 

Third,  the  Federal  Reserve  Board’s  proposal  to  allow 
establishment  of  international  banking  facilities  would 
equalize  the  reserve  requirement  and  deposit  interest 
rate  ceiling  treatment  of  U.S.  banks  in  their  loan  and 
deposit  dealings  with  foreign  customers,  regardless  of 
whether  transactions  occur  at  domestic  or  foreign  lo¬ 
cations.  That  proposal  recognizes  that  Euromarket 
business  in  the  past  has  been  forced  by  U.S.  regula¬ 
tions  to  operate  outside  the  United  States.  As  Federal 
Reserve  Board  Governor  Henry  Wallich  has  noted,  the 
establishment  of  such  facilities  would  strengthen 
American  banks  competitively  and  assist  further  inte¬ 
gration  of  international  financial  markets. 

Capital  Adequacy 

Finally,  I  would  like  to  discuss  the  issue  of  capital 
adequacy.  Capital  has  become  a  problem  for  the  large 
banks  in  recent  years  because  capital  growth  has  not 
kept  pace  with  inflation-stimulated  asset  growth. 

There  is  nothing  magical  about  a  capital  ratio,  of 
course.  No  degree  of  capitalization  can  substitute  for 
sound  lending  and  investment  policies,  competent 
management  and  adequate  internal  controls  But  the 
pivotal  role  that  larger  banks  play  in  the  national  and 
international  financial  community  gives  them  a  respon¬ 
sibility  to  help  preserve  stability  and  confidence  in  the 
financial  system.  Thus,  it  is  of  particular  importance 
that  those  institutions  maintain  capital  positions  that 
are  adequate  to  support  the  volume  and  variety  of  ac¬ 
tivities  they  undertake  and  to  assure  continuing  public 
confidence  in  their  operations  and  in  the  industry  as  a 
whole.  The  Comptroller's  Office  implements  that  policy 
by  bringing  regulatory  pressure  to  bear  on  banks  to 
correct  capital  shortfalls  as  needed. 

In  smaller  banks,  the  issue  of  capital  is  one  of  dis¬ 
parity  of  treatment.  Smaller  banks  generally  have  capi¬ 
tal  ratios  several  percentage  points  higher  than  larger 
banks.  It  must  be  recognized  that  community  banks 
and  large  money-center  banks  are  really  in  different 
businesses;  the  larger  banks  have  the  asset  diversifi¬ 
cation  and  depth  of  management  that  enables  them  to 
operate  prudently  with  lower  capital  ratios 
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Nevertheless,  we  have  concluded  that  we  can  ac¬ 
cept  lower  capital  ratios  for  sound  and  well-managed 
smaller  banks  to  the  extent  and  degree  that  they  dem¬ 
onstrate  the  sophisticated  management  systems,  tech¬ 
niques,  policies,  procedures  and  controls  that  justify 
lower  capital  ratios  for  larger  institutions. 

Although  such  a  policy  may  pose  some  additional 
risk,  we  are  convinced  that  the  majority  of  smaller 
banks  can  operate  prudently  with  lower  capital  ratios, 
if  they  choose  We  believe  the  benefits  of  more  ag¬ 
gressive,  competitive  smaller  banking  organizations 
will  outweigh  the  increased  risks  posed  by  lower  capi¬ 
tal  ratios. 


I  spoke  at  the  outset  about  the  need  for  bankers  to 
adapt  to  the  multifaceted  changes  swirling  about  them 
in  the  banking  environment.  I  want  to  emphasize  that 
the  same  holds  true  for  the  legal  and  regulatory  frame¬ 
work  of  bank  operations.  The  law  molds  and  guides 
the  marketplace,  to  be  sure.  But  the  market  has  dy¬ 
namics  of  its  own  that  often  require  modification  in  the 
law.  I  believe  that  there  are  several  areas  of  banking 
law  that  must  be  modernized  if  bankers  are  to  adapt  to 
change.  In  the  decade  ahead,  bankers'  jobs  will  be 
difficult  enough,  under  any  circumstances.  We  need 
not  make  them  more  so. 


Statement  of  John  G.  Heimann,  Comptroller  of  the  Currency,  before  the  Senate 
Committee  on  Banking,  Housing  and  Urban  Affairs,  Washington,  D.C.,  April  28, 
1981 


Mr.  Chairman  and  members  of  the  committee,  we 
appreciate  this  opportunity  to  discuss  competitive  and 
economic  conditions  within  the  financial  services  in¬ 
dustry  and  to  review  major  banking  laws. 

We  are  all  aware  of  the  fundamental  forces  reshap¬ 
ing  the  financial  services  industry  in  our  country  and 
abroad:  inflation  and  economic  uncertainty,  erosion  of 
geographic  barriers  to  competition,  erosion  of  product 
market  barriers,  deregulation  of  the  liability  side  of  the 
balance  sheet,  revolution  in  technology,  demographic 
shifts  and,  finally,  government's  role. 

In  the  face  of  such  change,  we  must  step  back,  ana¬ 
lyze  what  is  happening  and  where  things  appear 
headed,  assess  whether  existing  policies,  regulations 
and  laws  are  appropriate  and  revise  policies,  regula¬ 
tions  and  laws  to  guide  the  financial  system  through 
that  period  of  change  and  at  the  same  time  strengthen 
the  vitality  and  increase  the  flexibility  of  the  system  and 
the  economy.  The  condition  of  the  financial  system  in 
the  coming  decade  will  reflect  not  only  the  forces  of 
the  marketplace,  but,  of  equal  importance,  decisions 
made  in  the  public  sector  by  Congress  and  regulatory 
authorities.  It  will  also  reflect  our  success  in  moderat¬ 
ing  inflation  and  restoring  economic  stability. 

These  hearings,  because  of  their  broad  approach, 
are  a  valuable  beginning  in  shaping  the  agenda  of  is¬ 
sues  and  topics  for  comprehensive  review  and,  over 
the  longer  term,  in  reshaping  the  statutory  and  regula¬ 
tory  framework  within  which  the  financial  system  oper¬ 
ates.  In  our  view,  no  part  of  that  framework  should  be 
exempt  from  scrutiny,  including  the  structure  of  the  fi¬ 
nancial  institutions’  regulatory  agencies. 

In  the  past,  these  hearings  focused  on  the  commer¬ 
cial  banking  system,  and  our  testimony  tended  to  cen¬ 
ter  around  national  banks.  However,  the  many 
changes  taking  place  make  it  more  appropriate  now  to 
speak  of  the  entire  financial  system,  that  is,  the  finan¬ 
cial  services  industry,  domestic  and  international 
Therefore,  in  discussing  the  agenda  for  review,  it  is 


useful  to  place  national  banks,  commercial  banks  and 
deposit-taking  institutions  in  the  context  of  the  financial 
services  system. 

U.S.  Financial  System 

Our  financial  system  is  a  myriad  of  different  types  of 
institutions.  Financial  services  are  provided  by  tradi¬ 
tional  depository  institutions — commercial  banks,  sav¬ 
ings  and  loan  associations,  mutual  savings  banks  and 
credit  unions — and  mortgage  bankers,  finance  com¬ 
panies,  federally  sponsored  credit  agencies,  insur¬ 
ance  companies,  pension  funds,  investment  bankers, 
securities  brokers,  real  estate  service  firms  and  even 
the  financial  activities  of  retailers  and  other  nonfinan- 
cial  businesses. 

At  year-end  1980,  financial  institutions  held  over  $4 
trillion  in  domestic  financial  assets.  Over  42,000  de¬ 
pository  institutions  accounted  for  $2.4  trillion  (59  per¬ 
cent).  Domestically  chartered  commercial  banks,  with 
14,630  reporting  at  year-end,  held  the  largest  amount, 
$1.5  trillion  (38  percent).  There  were  4,425  national 
banks  at  year-end  (30  percent  of  the  total  number  of 
commercial  banks)  holding  57  percent  of  total  domes¬ 
tic  bank  assets. 

The  4,600  savings  and  loan  associations  were  sec¬ 
ond  with  approximately  $630  billion  in  assets  (15  per¬ 
cent).  The  463  mutual  savings  banks  and  22,000 
credit  unions  held  4  percent  and  2  percent,  respec¬ 
tively.  Life  insurance  companies,  with  $456  billion  in 
assets  (11  percent),  made  up  the  largest  segment  of 
the  nondepository  financial  industry,  followed  by  pri¬ 
vate  pension  funds  with  $265  billion  in  assets  (7  per¬ 
cent). 

Historically,  financial  institutions  have  tended  to  fill 
specific  roles,  each  industry  offering  a  different  prod¬ 
uct  to  its  customers.  For  instance,  in  terms  of  credit  of¬ 
fered  to  borrowers,  each  depository  institution  has  had 
its  specialty,  e  g.,  commercial  loans  for  banks,  resi- 
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dential  mortgage  loans  for  thrift  institutions  and  con¬ 
sumer  loans  for  credit  unions.  Frequently  such  special¬ 
ization  has  been  reinforced  by  legislation  narrowly 
defining  permissible  product  lines.  For  example,  sav¬ 
ings  and  loans  are  legally  barred  from  making  com¬ 
mercial  loans. 

While  the  distinctions  between  banks  and  thrifts  and 
between  depository  and  nondepository  institutions 
used  to  be  clear,  such  institutional  differences  are  dis¬ 
appearing.  Different  types  of  financial  institutions  in¬ 
creasingly  offer  similar  products  and  services  and 
compete  in  the  same  markets.  In  particular,  institutions 
which  do  not  call  themselves  banks  and  which  are  not 
legally  defined  as  banks  are  engaging  in  a  variety  of 
activities  traditionally  associated  with  banking.  While 
many  of  the  financial  institutions  may  be  virtually  indis¬ 
tinguishable  from  the  perspective  of  a  customer,  sig¬ 
nificant  differences  still  remain  in  terms  of  regulatory 
and  legal  status. 

To  take  an  obvious  example,  consumers  are  no 
longer  limited  to  commercial  banks  for  transaction  ac¬ 
count  services— now  they  may  go  to  a  local  thrift  insti¬ 
tution  or  credit  union,  or  to  an  investment  banker  or  in¬ 
surance  company  sponsoring  a  money  market  mutual 
fund  (MMF).  As  of  mid-April,  MMF’s  held  $116  billion  in 
shareholder  accounts,  yielding  over  14  percent.  Merrill 
Lynch  alone  holds  approximately  $23.5  billion  of  as¬ 
sets  in  its  three  money  market  funds.  By  comparison, 
commercial  banks  have  approximately  $42  billion  in 
negotiable  order  of  withdrawal  and  automatic  transfer 
service  accounts,  subject  to  a  federally  imposed  de¬ 
posit  rate  ceiling  of  5V*  percent. 

More  importantly,  the  pace  of  change  in  the  financial 
system  appears  to  be  accelerating.  Last  year,  the 
RCA,  a  diversified  communications  and  electronics 
concern,  paid  $1.35  billion  for  C.l.T.  Financial  Corpora¬ 
tion,  one  of  the  country's  largest  financial  services 
companies  with  activities  in  insurance  and  installment 
financing.  The  recent  acquisition  of  Bache  Group  by 
Prudential  Insurance  Co.  and  the  proposed  acquisition 
of  Shearson  Loeb  Rhoades  by  American  Express  cre¬ 
ate  two  more  major  multifaceted  financial  institutions 
capable  of  providing  a  wide  range  of  financial  serv¬ 
ices,  including  insurance,  investment,  credit  cards  and 
other  bank-like  services. 

Clearly,  old  distinctions  among  the  providers  of  fi¬ 
nancial  services  are  blurring,  and  competition  is  in¬ 
creasing.  That  is  a  natural  result  of  changing  market¬ 
place  realities  and  is  beneficial  to  consumers  and 
businesses  and  to  the  economy  and  the  country.  Yet, 
the  framework  of  laws  and  regulations  that  define  the 
boundaries  within  which  different  types  of  financial  in¬ 
stitutions  are  allowed  to  operate  is  uneven,  giving  un¬ 
intended  advantage  to  some  institutions  over  others.  In 
particular,  antiquated,  inappropriate  and  inefficient 
laws  and  regulations  substantially  impede  the  ability  of 
depository  institutions  to  compete  with  other  providers 
of  financial  services.  Although  it  is  possible  that  we 
can  continue  muddling  along,  we  are  convinced  that 
failure  to  address  the  problems  posed  by  the  existing 
legal  and  regulatory  framework  will  threaten  the  long- 
run  strength  and  vitality  of  the  commercial  banking 
system — indeed,  all  deposit-taking  institutions. 


Performance  of  Commercial  Banks  and  Thrifts 

Before  discussing  the  issues  and  topics  that  we  be¬ 
lieve  should  be  included  on  the  agenda  for  compre¬ 
hensive  review,  it  is  useful  to  discuss  the  recent  perfor¬ 
mance  of  commercial  banks  and  thrift  institutions  and 
to  comment  on  the  changes  financial  institutions  will 
have  to  adjust  to  in  coming  years. 

Events  during  1980  were  unsettling  for  the  country, 
the  economy,  financial  markets  and  financial  institu¬ 
tions.  The  prime  rate  rose  from  13.25  to  20  percent,  fell 
to  11  percent  and  then  rose  again  to  21.5  Although 
a  program  of  credit  restraint  was  imposed  and  a  short 
recession  occurred  early  in  the  year,  inflation  con¬ 
tinues  unabated.  In  addition,  Congress  passed  legisla¬ 
tion  providing  for  significant  deregulation  of  activities 
of  deposit-taking  institutions. 

Commercial  Bank  Performance — Commercial  banks 
weathered  those  events  unexpectedly  well  as  indi¬ 
cated  by  their  performance  in  terms  of  asset  growth, 
earnings,  asset  quality,  liquidity  and  capital. 

Asset  Growth — The  combined  effect  of  a  sluggish 
economy  and  the  credit  restraint  program  in  effect  dur¬ 
ing  early  1980  resulted  in  the  slowest  growth  in  assets 
at  insured  commercial  banks  since  1976.  The  9.7  per¬ 
cent  increase  in  total  domestic  and  foreign  assets  to 
$1,856  billion  last  year  contrasts  with  growth  rates  that 
ranged  from  12.2  to  13.3  percent  in  the  3  precedinq 
years. 


Growth  of  Insured  Commercial  Bank  Assets  and 

Equity 
($  billions) 


Total 

assets 

Annual 

percent 

change 

Equity 

capital 

Annual 

percent 

change 

Equity/ 

assets 

(percent) 

1970 

$  616 

10.9 

$  40.5 

7.8 

6.58 

1975 

1,095 

4.7 

64.3 

8.8 

5.87 

1976 

1,182 

7.9 

72.3 

NA* 

6.11 

1977 

1,339 

13.3 

79.3 

9.7 

592 

1978 

1,508 

12.6 

87.4 

10.3 

5.80 

1979 

1,692 

12.2 

97.2 

11.2 

5.75 

1980 

1,856 

9.7 

107.6 

10.6 

5  80 

*  Definition  of  equity  capital  altered  in  1976.  numbers  before  1976 
are  not  strictly  comparable  with  those  after  1975 


The  relatively  slow  growth  in  bank  assets  was  re¬ 
lated  to  a  sharp  reduction  in  loan  demand  Loans  out¬ 
standing  at  insured  commercial  banks  increased  only 
7  4  percent  and  more  than  one-third  of  that  increase 
resulted  from  loans  booked  at  foreign  offices  Foreign 
office  assets  at  all  insured  commercial  banks  in¬ 
creased  10  9  percent  to  $323  billion  as  compared  to 
the  9.4  percent  increase  in  domestic  assets  That  was 
a  sharp  break  from  the  experience  of  the  prior  4  years, 
however,  when  foreign  office  growth  averaged  over  19 
percent  and  peaked  in  1979  at  nearly  22  percent 
Earnings — Insured  commercial  bank  earnings  con¬ 
tinued  to  increase  in  1980,  although  the  rate  of  growth 
declined  from  1978  and  1979  Despite  increasing  reli¬ 
ance  on  market  rate  funds,  particularly  6-month  money 
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market  certificates,  commercial  banks  generally  main¬ 
tained  their  interest  rate  margins,  and  the  return  on  as¬ 
sets  for  the  banking  system  declined  only  slightly  to 
0.79  percent  of  assets  from  0.80  in  1979. 


reserves  for  potential  loan  losses  out  of  earnings  to  an 
extent  that  more  than  offset  the  increase  in  actual 
losses  and  raised  their  reserves  to  1  percent  of  out¬ 
standing  loans. 


Net  Income  of  Insured  Commercial  Banks 
($  billions) 


Net 

income 

Annual  Net  income/ 
percent  average*  as- 
increasesets  (percent) 

Net  income/ 
average*  eq¬ 
uity  (percent) 

1970 

$  4.837 

11.6 

0.83 

12.4 

1975 

7.255 

2.3 

0.68 

11.8 

1976 

7.843 

8.6 

0.69 

11.5 

1977 

8.879 

13.2 

0.70 

11.7 

1978 

10.760 

21.2 

0.76 

12.9 

1979 

12.838 

19.3 

0.80 

13.9 

1980 

14.010 

9.1 

0.79 

13.7 

*  Averages  are  of  preceding  and  current  Decembers. 

While  larger  commercial  banks  have  extensive  ex¬ 
perience  in  funding  a  large  part  of  their  operations  with 
market  rate  funds,  the  rapid  growth  of  money  market 
certificates  from  $106  to  $178  billion  in  1980  and  the 
resulting  increased  sensitivity  of  the  cost  of  funds  to 
changes  in  market  rates  meant  that  banks  of  all  sizes 
had  to  make  adjustments  in  pricing  and  operating  poli¬ 
cies. 

The  ability  of  smaller  banks  to  adjust  their  traditional 
operating  and  pricing  policies  rapidly  in  light  of  the  ec¬ 
onomic  volatility  and  the  increased  sensitivity  of  their 
cost  of  funds  to  market  rates  provided  dramatic  evi¬ 
dence  of  their  flexibility  and  adaptability.  The  12,735 
insured  commercial  banks  with  assets  of  under  $100 
million  increased  their  return  on  assets  from  1.09  per¬ 
cent  in  1979  to  1.12  percent  in  1980.  That  continued  a 
generally  upward  trend  that  has  lasted  for  more  than  a 
decade.  Their  return  on  equity  was  13.28  percent,  a 
slight  improvement  over  1979. 

Earnings  performance  at  the  larger  banks  did  not 
show  a  clear  gain  over  their  very  successful  perfor¬ 
mance  in  1979.  Return  on  assets  declined  by  two 
basis  points  to  0.78  percent  for  the  1 ,682  insured  com¬ 
mercial  banks  with  assets  between  $100  million  and 
$10  billion.  Similarly,  the  return  on  equity  dropped  from 
nearly  13  to  12Vk  percent.  The  pressure  on  earnings 
and  equity  was  felt  most  strongly  by  regional  banks, 
generally  those  with  assets  between  $1  and  $10  bil¬ 
lion. 

The  18  largest  banks  with  assets  over  $10  billion 
and  with  extensive  international  operations  achieved 
virtually  the  same  return  on  assets  (0.54  percent)  and 
on  equity  (13.77  percent)  as  in  1979. 

Asset  Quality — Some  deterioration  in  asset  quality 
was  apparent  in  1980  resulting  from  the  economic 
downturn  and  the  difficulties  of  some  businesses  and 
individuals  in  adjusting  to  higher  borrowing  costs.  Net 
loan  losses  for  the  year  rose  to  $3.6  billion  from  $2.6 
billion  the  previous  year.  National  banks  reported  that 
4  2  percent  of  their  domestic  loans  had  overdue  pay¬ 
ments  at  year-end,  the  highest  ratio  reported  for  De¬ 
cember  since  1976  Commercial  banks  increased  their 


Insured  Commercial  Bank  Loan  Losses  and  Loan 

Loss  Reserves 

($  billions) 

Allowance  for 

Allowance/ 

Net  loan 

possible  loan 

total  loans 

losses 

losses 

(percent) 

1970 

$0,981 

NA 

NA 

1975 

3.243 

NA 

NA 

1976 

3.503 

$6,348 

1.01 

1977 

2.797 

6.894 

0.95 

1978 

2.497 

7.957 

0.96 

1979 

2.564 

9.183 

0.98 

1980 

3.598 

10.053 

1.00 

National 

Banks  Domestic  Office  Loans  Past  Due 

($  billion) 

Amount 

Percent 

past  due 

past  due 

1975 

$14.7 

5.0 

1976 

13.0 

4.2 

1977 

13.0 

3.7 

1978 

14.7 

3.6 

1979 

18.2 

4.0 

1980 

20.1 

4.2 

Traditionally,  the  loan-to-deposit  ratio  reflected  li¬ 
quidity.  When  that  ratio  was  high,  a  bank  generally  had 
less  cash  and  marketable  securities  to  meet  liquidity 
needs.  That  ratio  is  no  longer  a  very  good  indicator  of 
liquidity  because  it  does  not  measure  a  bank's  ability 
to  purchase  funds  in  the  marketplace.  Dependence  on 
purchased  funds  can  enhance  liquidity,  but  it  can  lead 
to  rapid  loss  of  liquidity  if  the  market  loses  confidence 
in  an  institution.  There  are  also  other  indicators  of  po¬ 
tential  liquidity  risks  such  as  asset  and  liability  maturi¬ 
ties,  interest  rate  margin  and  loan  commitments. 

Liquidity— Based  on  the  traditional  measure  of  the 
ratio  of  loans  to  deposits,  liquidity  of  commercial  banks 
improved  slightly  in  1980.  That  resulted  from  the  slow 
growth  in  loans  relative  to  deposit  growth.  For  small 
banks,  the  loan-to-deposit  ratio  dropped  to  59.5  per¬ 
cent  at  year-end,  compared  to  63  percent  in  1979.  For 
the  largest  banks,  however,  that  ratio  continued  to  in¬ 
crease,  as  it  has  for  most  of  the  last  decade,  reaching 
74.8  percent  at  year-end  1980. 

A  better  measure  of  risks  to  liquidity  is  the  ratio  of 
purchased  funds  to  assets,  which  indicates  the  depen¬ 
dence  of  a  bank  on  purchased  funds.  Growth  in 
money  market  certificates,  large  time  deposits,  foreign 
office  deposits,  federal  funds  transactions  and  bor¬ 
rowed  money  resulted  in  banks  holding  short-term, 
high  interest-bearing  liabilities  equal  to  nearly  50  per¬ 
cent  of  their  total  assets  at  year-end. 
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Insured  Commercial  Bank  Liquidity  and  Purchased 

Funds 
($  billions) 


Loans/ 

Purchased  funds 

deposits  (percent) 

assets  (percent) 

1970 

60.5 

10.6 

1975 

64.0 

32.4 

1976 

63.2 

32.3 

1977 

64.7 

33.5 

1978 

67.4 

37.9 

1979 

68.5 

43.9 

1980 

67.7 

48.7 

*  Foreign  office  deposits,  federal  funds  transactions,  borrowed 
money  (including  Treasury  notes),  large  certificates  of  deposit,  other 
time  deposits  over  $100  million  and  6-month  money  market  certifi¬ 
cates 

Although  the  larger  banks  continued  relying  more 
heavily  on  purchased  funds  than  the  smaller  ones,  the 
advent  of  money  market  certificates  in  1978  has  re¬ 
sulted  in  a  tremendous  increase  in  market  rate  funds 
at  smaller  banks.  At  year-end  1978,  insured  commer¬ 
cial  banks  with  assets  under  $100  million  held  pur¬ 
chased  funds  equal  to  12.5  percent  of  their  assets.  By 
year-end  1980,  that  ratio  had  jumped  to  31.4  percent, 
with  most  of  the  increase  accounted  for  by  money 
market  certificates.  At  the  largest  multinational  banks, 
the  ratio  of  purchased  funds  to  total  assets  rose  from 
59.8  to  64.2  percent  in  the  same  period.  Reliance  on 
purchased  funds  has  increased  tremendously  for  all 
banks  over  the  past  decade,  reflecting  problems  cre¬ 
ated  by  deposit  interest  rate  ceilings  and  changes  in 
the  economy,  especially  inflation  and  high  interest 
rates.  That  trend  seems  likely  to  continue  for  the  fore¬ 
seeable  future. 

Capital — The  slow  growth  rate  in  bank  assets  in 
1980  caused  the  equity-to-asset  ratio  for  insured  com¬ 
mercial  banks  to  increase  for  the  first  time  since  1976, 
despite  a  sharp  drop  in  new  capital  issues.  The  ratio 
was  5.80  percent  in  1980  compared  to  5.75  in  1979 
and  6.11  in  1976. 

The  average  equity-to-asset  ratio  for  banks  with  un¬ 
der  $100  million  in  total  assets  rose  to  8.46  percent 
from  8.21  in  1979  and  7.94  in  1976,  continuing  a  long¬ 
term  trend  of  increases.  For  banks  with  assets  above 
$10  billion,  the  3-year  decline  in  capital  ratios  halted  in 
1980  as  the  equity-to-assets  ratio  rose  to  3.93  percent 
from  the  previous  year’s  3.90.  That  ratio  was  not  much 
different  from  the  4.03  percent  level  for  1975,  although 
substantially  less  than  the  5.09  percent  level  for  1970. 

Banks  Under  Special  Supervision  and  Bank 
Failures — The  number  of  national  banks  characterized 
by  the  uniform  financial  institutions  rating  system  as 
having  “financial,  operational  or  managerial  weak¬ 
nesses  so  severe  as  to  pose  a  serious  threat  to  contin¬ 
ued  financial  viability"  increased  to  51  at  year-end 
1980,  compared  to  49  for  1979.  Those  51  banks  ac¬ 
counted  for  1  2  percent  of  all  national  banks  and  held 
only  0  8  percent  of  the  assets  of  all  national  banks. 

There  was  continued  improvement  for  banks  which 
do  not  have  a  strong  possibility  of  failure  or  insolvency 


but  still  warrant  some  supervisory  concern  The  num¬ 
ber  of  those  banks  dropped  from  217  in  1979  to  206  in 
1980.  One  small  national  bank  failed  in  1980  Addition¬ 
ally,  one  national  bank  was  merged  to  avert  failure 

Those  indicators  reflect  an  industry  which,  on  bal¬ 
ance,  continues  to  demonstrate  a  high  degree  of  finan¬ 
cial  health  and  stability.  Although  costs  associated 
with  negotiable  order  of  withdrawal  accounts  and  with 
pricing  of  Federal  Reserve  services  and  loan  losses 
stemming  from  the  1980  recession  may  place  down¬ 
ward  pressure  on  commercial  bank  earnings  this  year, 
we  believe  that  commercial  banks  have  the  capability 
to  continue  adjusting  successfully  to  the  changing  and 
more  volatile  economic  environment.  However,  longer 
term  prospects  are  less  encouraging  unless  competi¬ 
tive  and  other  restrictions  that  now  hamstring  the  flexi¬ 
bility  of  those  institutions  are  eliminated  or  modified 
appropriately. 

Thrift  Performance — Inflation  and  high  and  volatile 
interest  rates  have  had  devastating  effects  on  financial 
institutions,  predominantly  thrift  institutions,  whose  as¬ 
set  portfolios  are  primarily  long-term,  fixed  rate  mort¬ 
gages.  During  most  of  the  post-World  War  II  period, 
the  mismatched  asset-liability  maturity  structure  of 
thrifts  has  worked  relatively  well.  However,  given  the 
current  volatile  interest  rate  environment  with  short¬ 
term  rates  frequently  exceeding  long-term  rates  and 
the  dramatic  upward  shift  in  the  cost  of  funds  caused 
by  the  increased  interest  sensitivity  of  depositors,  the 
profitability  of  such  an  asset-liability  maturity  structure 
has  been  seriously  impaired.  Thus,  many  have  con¬ 
cluded  that  continued  origination  and  holding  of  30- 
year  fixed  rate  mortgages — even  at  today’s  high 
rates — is  imprudent.  Those  effects  have  been  ampli¬ 
fied  by  deposit  rate  deregulation,  which  began  with 
the  introduction  of  the  money  market  certificate  of  de¬ 
posit  in  1978  and  which,  under  the  provisions  of  the 
Depository  Institutions  Deregulation  Act,  will  result  in 
total  elimination  of  controls  by  March  31,  1986.  Rate 
deregulation,  of  course,  became  imperative  when 
inflation-induced  high  interest  rates  led  to  outflows  of 
deposits  into  unregulated  market-rate  instruments  and 
created  concerns  about  providing  small  savers  with 
the  opportunity  to  realize  market  rates. 

The  net  annual  after-tax  income-to-asset  ratio  of  sav¬ 
ings  and  loan  associations  has  decreased  sharply 
over  the  past  2  years,  falling  from  0.83  percent  in  the 
second  half  of  1978  to  0  10  percent  of  assets  in  the 
second  half  of  1980,  according  to  Federal  Home  Loan 
Bank  Board  statistics.  The  cause  of  that  decline  in 
earnings  is  evident:  The  average  cost  of  funds  for  in¬ 
sured  savings  and  loans  in  the  last  2  years  rose  2.32 
percentage  points  to  a  record  annual  rate  of  9.1 1  per¬ 
cent  in  the  second  half  of  1980,  while  the  return  on 
mortgage  portfolios  of  insured  savings  and  loans  rose 
less  than  1  percentage  point  to  9.44  percent  Approxi¬ 
mately  50  percent  of  all  savings  and  loan  deposits  are 
now  in  the  form  of  certificates  not  subject  to  ceilings  or 
with  ceilings  tied  to  market  rates 

It  should  be  recognized  that  for  many  thrift  institu¬ 
tions  the  problem  is  not  primarily  of  their  own  making 
By  law  they  have  been  required  to  provide  financing 
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for  housing  That  has  resulted  in  asset  portfolios  domi¬ 
nated  by  long-term  mortgages.  Moreover,  until  re¬ 
cently,  public  and  regulatory  policy  has  favored  the 
fixed  rate  mortgage  and  has  retarded  the  develop¬ 
ment  of  adjustable-rate  and  other  alternative  mortgage 
instruments. 

Last  year  thrifts  were  given  new  asset  powers  that 
will  enable  them  to  diversify  their  portfolios  and  shorten 
maturities.  Moreover,  regulatory  policy  has  been  ad¬ 
justed  to  permit  a  variety  of  alternative  mortgage  in¬ 
struments.  More  may  be  required,  however,  such  as 
additional  asset  powers  to  assure  the  viability  of  thrift 
institutions  over  the  longer  term. 

Most  thrifts  are  well-managed  and,  given  time,  will 
once  again  be  profitable,  aggressive  competitors.  But 
as  long  as  interest  rates  remain  at  or  near  the  present 
high  levels,  time  will  be  required  to  make  adjustments. 
For  example,  at  year-end  1980,  over  two-thirds  of  the 
savings  and  loans'  mortgage  portfolios  still  had  long¬ 
term,  fixed  rate  loans  with  contract  interest  rates  of 
less  than  10  percent.  It  would  be  a  tragedy  for  those 
institutions,  the  financial  system  and  the  country  if  what 
amounts  to  a  short-run  problem  that  can  be  solved 
over  a  period  of  time  were  permitted  to  control  events. 
Until  the  problem  of  those  below  market-rate  mort¬ 
gages  is  solved,  however,  it  will  impede  progress  in 
deposit  deregulation  and  prevent  depository  institu¬ 
tions  from  becoming  competitive  with  other  providers 
of  deposit-like  services. 

Shaping  of  the  Financial  System  in  Coming  Years 

While  much  of  the  financial  system,  with  notable  ex¬ 
ceptions,  has  already  made  substantial  progress  in 
adjusting  to  changed  circumstances,  basic  forces 
continue  to  reshape  the  societal,  economic  and  busi¬ 
ness  environments  of  banks  and  other  financial  institu¬ 
tions. 

One  force  is  economic  uncertainty.  Inflation,  volatility 
in  interest  rates  and  fluctuations  in  unemployment  and 
production  have  heightened  uncertainty  and  made  the 
business  of  providing  financial  services  much  more 
difficult  and  risky.  Hopefully,  progress  will  be  made  in 
solving  those  problems,  but  prudence  dictates  that  we 
should  be  prepared  for  continued  economic  uncer¬ 
tainty,  expecting  the  unexpected.  Given  time  and  reg¬ 
ulatory  flexibility,  most  institutions  can  adjust  portfolios 
and  operating  policies  and  procedures  to  respond  to 
economic  volatility  and  high  interest  rates  in  ways  that 
will  maintain  their  viability  and  enable  them  to  thrive. 

Over  the  long  run,  depository  institutions  will  be  able 
to  reduce  asset  maturities  by  diversifying  into  shorter 
maturity  assets  or  by  adopting  flexible  pricing  on 
longer  maturity  assets.  Another  approach  is  to  con¬ 
tinue  originating  and  servicing  long-term  assets  but  to 
sell  them  to  institutions  better  able  to  manage  interest 
rate  risk  Brokering  of  assets  is  already  occurring 
through  mortgage  pass-through  certificates  and  simi¬ 
lar  programs  and  conceivably  could  be  extended  to 
consumer  and  commercial  loans.  Brokering  activities 
by  depository  institutions  have  been  limited,  partly  be¬ 
cause  of  the  difficulty  of  pooling  and  selling  loans  in 
the  capital  markets. 


A  second  force  reshaping  the  environment  for  finan¬ 
cial  institutions  is  the  increasing  use  of  more  sophisti¬ 
cated  technology  in  delivering  financial  services.  In¬ 
deed,  use  of  innovative  technology  in  providing 
financial  services  may  be  on  the  verge  of  rapid  imple¬ 
mentation. 

Inflation  and  technology  are  important  catalysts  in 
eroding  barriers  to  competition  that  have  traditionally 
separated  banks  and  thrift  institutions  from  financial  in¬ 
stitutions.  Technological  developments  enhance  the 
potential  for  depository  and  nondepository  institutions 
to  expand  markets,  regardless  of  price  controls  and 
statutory  limitations  on  products  and  office  locations. 
The  capacity  of  large  financial  organizations  to  offer 
services  on  a  mass  marketing  basis  over  a  wide  geo¬ 
graphic  area  will  expand  greatly.  And,  either  directly  or 
through  third  party  vendors,  correspondent  banks, 
bankers’  banks  or  sharing  arrangements,  smaller  insti¬ 
tutions  will  also  offer  automated  services  profitably  and 
at  competitive  prices. 

A  third  factor  affecting  the  financial  environment  is 
demographic  and  labor  force  changes.  In  the  1980’s, 
members  of  the  post-war  baby  boom  generation  will 
mature.  There  will  be  more  workers  in  the  prime  age 
category  of  25  to  44  and  fewer  young  people.  The 
work  force  will  be  better  educated,  more  stable  and 
more  productive.  Moreover,  many  predict  continued 
migration  from  the  North  and  East  to  the  South  and 
West.  Such  demographic  shifts  will  have  important  im¬ 
plications  for  financial  product  markets. 

A  fourth  factor  is  government.  For  better  or  worse, 
decisions  made  in  the  public  sector — whether  pertain¬ 
ing  to  geographic  restraints  on  competition,  monetary 
policy,  consumer  protection  or  capital  adequacy — 
profoundly  affect  how  the  private  sector  conducts 
business.  It  seems,  ironically,  that  although  we  are  all 
committed  to  the  concept  of  deregulation,  law  and 
regulation  have  become  more,  not  less,  pervasive  in 
recent  years. 

All  those  factors  point  toward  an  obvious  conclusion: 
The  business  of  providing  financial  services  will  not 
only  be  different  in  the  1980’s  but  significantly  more 
difficult  and  challenging.  It  will  be  uncertain,  more 
complex,  intensely  competitive  and  will  involve  far 
greater  potential  for  error. 

For  those  reasons,  we  believe  that  not  only  should 
we  review  the  existing  framework  of  law  and  regulation 
governing  the  financial  system,  but  we  should  do  so 
seriously  and  move  as  expeditiously  as  possible  to  de¬ 
sign  a  new  framework  responsive  to  the  world  of  today 
and  tomorrow.  The  agenda  is  large  and  comprehen¬ 
sive.  It  includes  competitive  issues,  consumer  protec¬ 
tion  issues  and  structure  of  the  regulatory  system  itself. 

Competitive  Issues 

A  significant  part  of  the  agenda  of  issues  and  topics 
for  comprehensive  review  relates  to  the  laws  and  rules 
which  define  and  restrain  competition  among  pro¬ 
viders  of  financial  services.  There  are  three  issues  in 
that  area:  deposit  deregulation,  geographic  restric¬ 
tions,  and  laws  and  regulations  limiting  products  and 
services  that  commercial  banks  and  other  depository 
institutions  can  provide. 


32 


Each  of  those  three  issues  stands  at  a  different 
stage  in  the  public  decisionmaking  process,  present¬ 
ing  a  different  kind  of  challenge: 

•  Deposit  deregulation,  debated  for  a  decade  or 
more,  apparently  was  resolved  by  the  1980  De¬ 
pository  Institutions  Deregulation  and  Monetary 
Control  Act.  The  challenge  is  sticking  to  the 
mandate  of  that  act  and  implementing  deregu¬ 
lation. 

•  Geographic  restrictions  have  been  debated  fre¬ 
quently,  if  not  always  rationally,  and  in  many  re¬ 
spects,  the  effectiveness  of  such  restrictions  is 
diminishing  in  the  marketplace.  While  the  road 
map  for  deregulation  is  rather  clear,  the  chal¬ 
lenge  is  deciding  to  deregulate  and  move 
ahead. 

•  Glass-Steagall  and  other  product  segmenting 
restrictions  have  not  yet  been  debated  as  fully 
as  the  other  issues,  and  evolution  in  the  market¬ 
place  has  not  progressed  as  far.  Moreover,  the 
road  map  for  change  is  not  clear.  The  challenge 
now  is  to  examine  and  debate  that  issue  thor¬ 
oughly. 

Because  change  creates  uncertainty  and  threatens 
long-established  practices,  the  temptation  to  resist  it  is 
understandable.  History  has  not  been  kind,  however, 
to  those  who  ignored  currents  of  change  or  tried  to 
control  them.  Energies  spent  on  maintaining  protec¬ 
tions  could  be  devoted  more  productively  to  designing 
ways  of  adjusting  to  change.  Apart  from  creating  de¬ 
lay,  attempts  to  stem  the  tide  of  developments  that  are 
inexorably  eroding  the  remaining  effectiveness  of  limi¬ 
tations  on  competition  will  be  futile.  Delay  will  harm  the 
overall  competitiveness  of  the  financial  system,  partic¬ 
ularly  segments  that  are  more  heavily  regulated. 

Deposit  Deregulation — From  the  time  of  the  Hunt 
Commission  until  the  passage  last  year  of  the  Deposi¬ 
tory  Institutions  Deregulation  and  Monetary  Control 
Act,  the  issue  of  deposit  deregulation  stood  at  center 
stage  of  political  and  public  policy  debates  on  finan¬ 
cial  institutions.  Enactment  of  that  legislation  marked  a 
resolution — at  least  temporarily — of  the  fundamental 
policy  question.  Now  the  question  is  “how,”  not 
“whether,”  to  end  federal  regulation  of  the  prices  and 
types  of  deposit  products  and  services. 

The  choice  of  a  deregulation  strategy  is  difficult,  as 
reflected  in  the  actions  of  the  Depository  Institutions 
Deregulation  Committee  during  the  past  year.  Though 
specific  DIDC  actions  might  be  questioned  for  appro¬ 
priateness  or  wisdom,  they  reflect  the  committee's  sin¬ 
cere  attempts  to  balance  the  complicated  and  some¬ 
times  inconsistent  missions  assigned  to  it  by 
Congress. 

Many  depository  institutions  have  expressed  con¬ 
cern  to  the  committee  recently  about  the  competitive 
threat  posed  by  money  market  funds.  Suggestions  and 
petitions  have  been  advanced  to  provide  depository 
institutions  with  deposit  tools  to  compete  with  the 
money  market  funds  or,  in  the  alternative,  to  place  re¬ 
straints  on  the  funds  themselves.  That  matter  under¬ 
scores  the  difficult  task  facing  the  committee  in  com¬ 
ing  months  and  the  relationship  of  that  task  to  the 


fundamental  questions  involving  the  structure  of  the  fi¬ 
nancial  services  industry. 

Our  preferred  answer  to  the  money  market  fund  is¬ 
sue  is  to  grant  depository  institutions  the  flexibility  nec¬ 
essary  to  compete  with  the  funds  on  an  equal  footing 
That  solution,  however,  would  be  difficult  to  implement 
because  of  the  poor  earnings  posture  of  some  deposi¬ 
tory  institutions,  especially  thrift  institutions 

What  about  restraints  on  money  market  funds9  We 
would  be  unhappy  to  see  effort  in  that  direction  On  a 
philosophical  level,  that  would  represent  new  govern¬ 
ment  intrusion,  precisely  the  wrong  signal  at  this  time. 
Whatever  form  new  regulation  were  to  take,  it  would  ul¬ 
timately  be  ineffective  because  a  lawyer  and  a  mar¬ 
keter  would  soon  figure  a  way  to  avoid  the  impact  of 
the  regulation.  Moreover,  it  is  not  really  clear  that 
money  market  funds  are  a  major  competitive  threat. 

What  is  the  answer?  There  is  no  easy  answer.  In  the 
short-  and  medium-run,  if  inflation,  inflationary  expec¬ 
tations  and  interest  rates  remain  high,  we  will  be  in  a 
difficult  situation.  We  must  choose  between  slowing 
the  pace  of  deregulation  of  deposit  rate  ceilings  and 
restricting  all  deposit  substitutes  or  letting  the  market 
work.  Either  choice  means  allowing  some  depository 
institutions,  including  many  thrifts,  to  disappear  or  re¬ 
quires  providing  them  temporary  support. 

Unfortunately,  that  dilemma  foreshadows  a  longer 
run  danger.  If  we  resort  to  the  expedients  of  regulation 
and  restraint  in  the  short-  and  medium-run,  then  in  the 
longer  run  there  will  be  a  temptation  to  renege  on  the 
fundamental  decision  to  deregulate  the  deposit  side  of 
the  balance  sheet.  Thus,  the  challenge  for  the  commit¬ 
tee  and  more  broadly  for  the  government  is  a  serious 
one  if  inflation  is  not  brought  speedily  under  control. 

In  short,  we  will  be  forced  to  face  whether  we  are 
willing  and  able  to  carry  through  with  a  major  and,  in 
our  judgment,  correct  deregulatory  effort,  even  though 
that  means  incurring  short-run  costs. 

Geographic  Restraints — The  second  competitive  is¬ 
sue  concerns  geographic  restraints  on  banking  We 
believe  such  restraints  on  bank  expansion  are  anti¬ 
competitive  and  impede  the  effectiveness  and  effi¬ 
ciency  of  the  financial  system.  In  raising  that  issue,  we 
want  to  emphasize  our  concern  for  the  future  of  com¬ 
mercial  banking. 

Preservation  of  the  McFadden  Act  and  Douglas 
Amendment  restrictions  will  continue  to  provide  some 
banks  with  some  protection  from  other  bank  competi¬ 
tors.  In  the  meantime,  however,  institutions  that  are  not 
similarly  restricted  will  have  ample  opportunity  to  in¬ 
crease  their  share  of  the  product  markets  in  which 
banks  compete.  Even  in  banking,  the  interstate  activi¬ 
ties  of  loan  production  offices,  Edge  Act  corporations 
and  nonbank  affiliates  of  bank  holding  companies  are 
making  McFadden  Act  protection  virtually  meaningless 
in  every  area  but  deposit  competition  Even  in  that 
area,  advances  in  communications  technology  and 
deposit  deregulation  are  reducing  significantly  the  im¬ 
portance  of  such  protection. 

Moreover,  since  the  beginning  of  1980,  federal  sav¬ 
ings  and  loan  associations  have  been  permitted  to  es 
tablish  branches  on  a  statewide  basis  In  addition 
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they  may  be  permitted,  in  certain  circumstances,  to 
establish  branches  across  state  lines.  When  savings 
and  loans  implement  their  new  powers,  statewide 
branching  and,  potentially,  interstate  branching,  will 
give  them  a  substantial  competitive  advantage  over 
banks. 

The  Congress  has  quite  accurately  perceived  the 
confluence  of  issues  surrounding  geographic  limita¬ 
tions  on  domestic  banks  and  foreign  bank  expansion 
in  this  country.  The  International  Banking  Act  of  1978 
placed  new  limits  on  multistate  expansion  by  foreign 
institutions  and  called  for  a  review  by  the  Administra¬ 
tion  of  the  old  limits  on  domestic  institutions.  The  Gen¬ 
eral  Accounting  Office  last  year  recommended  a  mor¬ 
atorium  on  foreign  acquisitions  of  large  U  S.  banks 
solely  because  of  the  “basic  unfairness”  resulting  from 
some  foreign  banks’  ability,  in  certain  circumstances, 
to  purchase  large  U  S.  banks  that  are  unavailable  for 
acquisition  by  domestic  banking  organizations  be¬ 
cause  of  antitrust  policy  and  federal  and  state  restric¬ 
tions  on  bank  expansion.  That  is  an  inequitable 
situation — an  anomalous  result  of  our  own  laws  and 
policies.  In  our  opinion,  however,  the  unfairness  prob¬ 
lem  should  not  be  resolved  by  restricting  foreign  ac¬ 
quisitions. 

For  all  those  reasons,  we  are  convinced  that  geo¬ 
graphic  restrictions  must  be  dealt  with  now.  Initially, 
the  Douglas  Amendment  restrictions  on  interstate  bank 
holding  company  expansion  should  be  phased  out,  in¬ 
cluding  restrictions  on  establishing  new  banks  and  ac¬ 
quiring  existing  banks.  Such  a  phase-out  might  be  im¬ 
plemented  on  a  standard  metropolitan  statistical  area 
basis,  contiguous  state  basis  or  by  regional  groupings. 
Certainly,  it  should  be  possible  for  bank  holding  com¬ 
panies  to  acquire  failing  or  floundering  banks  in  other 
states.  Moreover,  states  can  and  should  begin  elimi¬ 
nating  competitive  barriers  on  their  own.  The  key  point 
is  to  create  new  possibilities  for  acquisitions  or  combi¬ 
nations  that  could  benefit  the  domestic  banking  sys¬ 
tem  and  the  people  it  serves  and  to  do  it  as  quickly  as 
possible. 

The  most  troublesome  aspect  of  such  an  approach 
is  likely  to  be  combinations  of  larger  banks.  Such  ac¬ 
quisitions  raise  legitimate  concerns  about  the  aggre¬ 
gation  of  large  amounts  of  financial  resources  that  are 
not  addressed  by  existing  antitrust  concepts  or  laws. 
One  remedy  would  be  to  fashion  a  statutory  policy  re¬ 
quiring  proponents  to  demonstrate  not  only  that  a  pro¬ 
posed  interstate  acquisition  would  pass  muster  under 
traditional  antitrust  standards  but  also  that  substantial 
public  benefits  would  be  derived  from  the  transaction. 

We  know  that  implementing  those  ideas  will  be  diffi¬ 
cult.  Geographic  restraints  on  competition  lie  at  the 
very  heart  of  American  banking  tradition.  Nevertheless, 
it  should  be  clear  that  interstate  banking  is  already  a 
reality  The  power  of  the  marketplace,  propelled  by 
technological  innovations  that  reduce  costs  in  an  infla¬ 
tionary  environment,  is  too  great  to  stop.  That  leads  in¬ 
escapably  to  the  conclusion  that  whatever  the  merits 
of  the  past  debate  on  the  McFadden  Act  and  the 
Douglas  Amendment,  the  competitive  vitality  of  the 
commercial  banking  system  depends  importantly  on 
developing  solutions  to  the  problems  posed  by  those 
laws 


Product  Segmentation  and  the  Glass-Steagall  Act 

The  third  competitive  issue  for  the  agenda  is  segmen¬ 
tation  of  financial  products  through  laws  and  regula¬ 
tions  which  attempt  to  insulate  and  divide  the  various 
providers  of  financial  services.  Although  the  road  map 
has  been  charted  for  deregulation  of  price  restraints 
and  a  road  map  could  be  charted  for  deregulation  of 
geographic  restraints,  no  map  exists  for  rules  which 
separate  markets,  primarily  because  the  marketplace 
has  only  recently  begun  to  focus  attention  on  the  is¬ 
sue.  For  example,  although  the  questions  of  whether  to 
restrict  money  market  funds  or  to  allow  commercial 
banks  to  underwrite  municipal  revenue  bonds  are  be¬ 
ing  discussed,  more  fundamental  questions  have  yet 
to  be  systematically  addressed. 

In  essence,  the  matter  is  simple:  Should  households 
or  companies  be  able  to  satisfy  their  needs  for  finan¬ 
cial  services  at  one  stop  or  should  we  continue  to  re¬ 
quire  specialization  and  predefine  financial  products 
through  government  fiat?  The  need  to  examine  that 
question  is  substantial  in  the  retail  and  corporate 
areas. 

In  the  retail  area,  it  appears  that  in  the  marketplace 
of  the  1980’s,  consumers  are  willing  to  forego  many  of 
the  protections  offered  by  highly  regulated  depository 
institutions  in  favor  of  the  convenience  and  benefits  of¬ 
fered  by  unrestricted  financial  services  supermarkets. 
The  basic  public  policy  issue  that  must  be  debated 
and  resolved  is  whether  the  risks  of  removing  all  safe¬ 
guards  and  protections  are  unacceptable  regardless 
of  the  benefits  obtained  from  unregulated  competition. 
The  process  of  debate  and  resolution  of  that  issue 
must  include  an  examination  of  the  appropriateness  of 
the  existing  rules  of  the  game,  which  continue  to  per¬ 
petuate  competitive  inequalities  among  depository  in¬ 
stitutions  and  between  the  depository  industry  and 
other  providers  of  financial  services. 

Our  own  preference  is  for  substantial  deregulation  in 
the  consumer  financial  services  area.  If  insurance 
companies  or  multinational  financial  firms  can  own 
brokerage  firms,  if  brokerage  firms  can  acquire  trust 
companies,  if  retailers  can  own  savings  and  loan  asso¬ 
ciations,  if  Merrill  Lynch  can  offer  brokerage  services 
(real  estate,  commodities,  securities  and  insurance), 
money  market  mutual  funds,  cash  management  ac¬ 
counts,  credit  cards — the  full  panoply  of  consumer  fi¬ 
nancial  services — then  it  seems  that  the  marketplace 
is  already  far  down  the  road  of  dismantling  product 
segmentation.  The  time  has  come,  therefore,  to  begin 
the  process  of  redrawing  the  road  map. 

In  the  corporate  finance  area,  the  need  for  reexami¬ 
nation  is  also  apparent.  The  functions  of  commercial 
banks  and  investment  banks  should  be  considered  in 
light  of  the  evolving  forms  of  financing  by  governmen¬ 
tal  and  corporate  customers.  For  instance,  since  en¬ 
actment  of  the  Glass-Steagall  prohibitions  in  1933,  mu¬ 
nicipal  revenue  bonds  have  become  an  increasingly 
important  method  of  state  and  local  government  fi¬ 
nancing.  Unlike  general  obligation  bonds,  however, 
municipal  revenue  bonds  cannot  be  underwritten  by 
commercial  banks.  Similarly,  in  the  corporate  finance 
area,  many  of  the  larger  corporations  now  view  short¬ 
term  borrowing  in  the  commercial  paper  market  as  a 
substitute  for  short-term  loans  Yet,  the  authority  to  sell 
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third  party  commercial  paper  has  been  subject  to  judi¬ 
cial  challenge  by  the  securities  industry  on  the  theory 
that  such  activity  is  prohibited  by  the  Glass-Steagall 
Act.  Further  encounters  of  that  nature  seem  likely  ab¬ 
sent  authoritative  legislative  resolution. 

We  believe  the  time  has  come  to  reexamine  the  fi¬ 
nancial  intermediary  system  which  has  evolved  within 
the  confines  of  the  Glass-Steagall  Act.  That  reassess¬ 
ment  should  focus  on  the  appropriateness  of  the 
Glass-Steagall  prohibitions  and  on  what  lines  of  de¬ 
marcation  make  sense  with  respect  to  today's  financial 
needs  and  regulatory  environment.  Because  the  po¬ 
tential  for  undue  concentration  of  economic  power  en¬ 
tails  legitimate  concerns,  we  believe  that  proposals  to 
expand  bank  underwriting  and  dealing  in  securities 
should  be  subjected  to  rigorous  and  dispassionate 
scrutiny.  At  the  same  time,  that  scrutiny  should  include 
the  clear  potential  for  forming  huge  financial  conglom¬ 
erates  outside  the  bank  regulatory  system  and  the 
competitive  disadvantage  which  overregulation  may 
be  imposing  on  that  system. 

Supervisory  and  Other  Statutory  Issues 

A  reexamination  of  the  statutes  dealing  with  regula¬ 
tion  and  supervision  of  depository  institutions  is  also 
needed.  There  are  things  that  can  and  should  be  done 
which  would  accomplish  intended  regulatory  objec¬ 
tives  in  ways  that  are  more  effective  and  efficient. 

Because  of  the  economic  and  social  costs  of  wide¬ 
spread  or  frequent  bank  failures,  the  traditional  mis¬ 
sion  of  state  and  federal  bank  regulators  has  been  to 
maintain  the  soundness  of  the  banking  system:  to  spot 
potential  problems  in  banks  before  they  become  se¬ 
rious,  to  take  action  to  correct  the  ones  that  do  and  to 
act  in  ways  that  limit  failures  without  unduly  inhibiting 
the  free  play  of  market  forces.  System  soundness, 
however,  is  not  our  only  concern.  We  are  also  charged 
with  the  oversight  of  banks’  corporate  and  trust  activi¬ 
ties,  the  enforcement  of  many  consumer  protection 
laws  and  the  regulation  of  banks’  securities  offerings 
and  reports  to  investors. 

The  challenge  of  regulation  is  to  achieve  those  man¬ 
dates  in  the  least  burdensome  way.  The  regulatory 
burden  manifests  itself  in  many  forms:  archaic  stat¬ 
utes,  inflexible  laws,  paperwork  requirements,  re¬ 
sources  diverted  to  developing  and  maintaining  com¬ 
pliance  systems,  time  spent  responding  to  examiners 
during  onsite  examinations  and  loss  of  flexibility  in  de¬ 
cisionmaking. 

Accordingly  a  comprehensive  agenda  of  statutory 
and  supervisory  issues  should  include  a  reexamination 
of  existing  federal  laws  to  determine  how  they  might 
be  revised  to  enable  regulators  to  achieve  their  objec¬ 
tives  in  the  least  burdensome  ways;  it  should  include 
analysis  by  regulators  to  determine  ways  to  reduce  the 
burden  of  compliance  with  the  mandate  of  existing 
laws;  and  it  should  involve  an  evaluation  of  how  to  use 
limited  agency  resources  more  efficiently. 

There  is  danger  in  pursuing  that  agenda  in  piece¬ 
meal  fashion.  For  example,  arbitrary  reduction  of  pa¬ 
perwork  requirements  may  prevent  development  of 
even  less  burdensome  remote  supervisory  monitoring 
techniques  that  must  rely  on  the  submission  of  de¬ 


tailed  data.  Moreover,  care  must  be  exercised  to  as¬ 
sure  that  one  goal  such  as  efficient  and  effective  con¬ 
sumer  protection  is  not  sacrificed  at  the  expense  of 
another  such  as  paperwork  reduction.  As  the  review 
proceeds,  it  would  be  well  to  keep  those  consider¬ 
ations  in  mind  and  to  rely  as  much  as  possible  on 
market-based  approaches  and  self-policing  tech¬ 
niques  to  achieve  regulatory  missions. 

Consumer  Protection  and  Fair  Lending  Laws — The 

cry  of  unnecessary  paperwork  and  regulatory  burden 
is  frequently  heard  with  respect  to  the  consumer  pro¬ 
tection  statutes.  Those  statutes  have  introduced  dis¬ 
closure,  public  notice,  recordkeeping  and  reporting  re¬ 
quirements.  Enacted  over  the  past  13  years,  those 
laws  are  intended  to  ensure  that  bank  customers  are 
well-informed  and  protected  against  bank  error  and 
abuse.  However,  as  the  range  of  bank  practices  cov¬ 
ered  by  such  legislation  has  grown,  consumer  protec¬ 
tion  and  fair  lending  requirements  have  become  in¬ 
creasingly  burdensome.  Moreover,  it  is  not  clear  that  in 
all  cases  burdens  have  been  adequately  justified  by 
consumer  benefits.  It  is  clearly  time  to  examine  those 
laws  systematically,  to  simplify  them  and  to  develop 
more  flexible  ways  of  administering  them  to  ensure 
that  the  costs  do  not  outweigh  the  benefits.  As  we  pro¬ 
ceed,  however,  we  must  bear  in  mind  that  as  banking 
becomes  even  more  complex  and  the  range  of  serv¬ 
ices  even  more  diverse,  the  need  to  educate  bank 
customers  and  to  guard  against  bank  error  and  unfair 
practices  will  become  more  important. 

Most  of  the  consumer  protection  objectives  have  re¬ 
sulted  in  disclosure  requirements  implemented  by  reg¬ 
ulations  that  attempt  to  anticipate  types  of  loan  trans¬ 
action  and  specify  the  exact  information  to  be 
contained  in  the  disclosure  notice.  The  most  obvious 
example  is  the  Truth-in-Lending  Act.  There  are  other 
major  credit  disclosure  laws  such  as  the  Fair  Credit 
Billing  Act  and  the  Real  Estate  Settlement  Procedures 
Act  that  need  attention.  Other  consumer  laws  such  as 
the  Equal  Credit  Opportunity  Act  also  have  require¬ 
ments  that  could  be  simplified  or  repealed 

Some  of  those  disclosure  requirements  have  been 
developed  piecemeal  over  13  years  without  a  great 
deal  of  thought  to  the  costs  involved  for  the  lending  in¬ 
stitutions  and  their  customers.  As  a  consequence, 
each  has  its  own  distinct  legislative  and  regulatory 
process.  The  end  result  is  that  lenders  have  had  to 
spend  a  great  deal  of  money  on  designing,  filling  out 
and  retaining  forms.  Consumers,  on  the  other  hand,  re¬ 
ceive  lengthy,  complex,  overlapping  and  sometimes 
confusing  series  of  separate  disclosures 

Some  progress  has  been  made  in  reducing  the  bur¬ 
den  of  those  requirements,  most  notably  the  Truth-in- 
Lending  Simplification  and  Reform  Act  passed  by 
Congress  a  year  ago.  However,  that  law  fell  consi¬ 
derably  short  of  comprehensive  simplification  More¬ 
over,  the  act  did  little  to  reduce  the  overlap  of  disclo¬ 
sure  requirements  affecting,  for  example,  real  estate 
transactions. 

For  those  reasons,  comprehensive  examination  of 
the  entire  area  of  consumer  disclosures,  encompass¬ 
ing  credit-related  disclosures  and  others,  should  be 
undertaken  We  recommend  that  Congress  consider 
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appointing  a  special  commission  of  legislators,  indus¬ 
try  representatives,  a  cross-section  of  consumer  repre¬ 
sentatives,  state  officials,  agency  officials  and  aca¬ 
demic  experts  to  conduct  that  review.  We  recognize 
that  appointing  a  commission  to  study  a  problem  can 
sometimes  be  a  formula  for  delaying  rather  than  expe¬ 
diting  its  resolution.  Nevertheless,  we  feel  strongly  that 
a  piecemeal  review  of  the  consumer  protection  stat¬ 
utes  should  be  avoided.  If  those  laws  are  reviewed 
and  reformed  one  by  one,  the  end  result  will  almost  in¬ 
evitably  be  a  continuation  of  the  uncoordinated  and 
duplicative  type  of  system  we  have  now,  to  the  detri¬ 
ment  of  lenders  and  consumers.  We  believe  a  com¬ 
mission  would  be  preferable  to  the  normal  legislative 
process  because  it  might  have  the  capacity  and  per¬ 
spective  to  study  those  extraordinarily  complex  issues 
in  a  comprehensive  and  highly  analytical  manner  that 
is  necessary  for  practical  reform.  As  complex  as  those 
issues  are,  we  believe  a  review  would  be  finite  and 
manageable  and  could  be  completed  within  6  months. 

Several  principles  should  be  kept  in  mind  during  a 
review.  First,  the  more  the  marketplace  is  permitted  to 
offer  variety  in  complex  areas  where  consumers  have 
difficulty  understanding  their  options,  the  greater  the 
possibility  there  is  for  consumers  to  be  intentionally  or 
inadvertently  misled.  If  the  market  is  to  operate  effi¬ 
ciently,  consumers  must  be  able  to  pursue  their  inter¬ 
ests  based  on  adequate  information.  Thus,  we  may  ex¬ 
pect  to  see  some  pressures  build  in  the  future  for 
greater  disclosure  as  an  alternative  to  outright  regula¬ 
tion  of  banking  services. 

Second,  more  work  should  be  done  in  permitting  de¬ 
regulation  of  small  institutions.  A  major  step  has  been 
taken  through  the  Regulatory  Flexibility  Act  passed  last 
year  requiring  federal  agencies  to  consider  the  impact 
of  new  regulations  on  small  businesses,  exempting 
them  from  requirements  where  feasible  and  appropri¬ 
ate.  There  is  no  question  that  small  banks  are  often  ill- 
equipped  to  deal  with  the  complexities  of  the  con¬ 
sumer  protection  statutes. 

Third,  we  believe  the  burden  of  compliance  systems 
should  be  reduced  for  lending  institutions  with  good 
records  of  self-policing  and  effective  internal  proce¬ 
dures  for  complying  with  consumer  protection  statutes. 
For  example,  record  retention  requirements  could  be 
eased  or  removed  for  lenders  with  consistently  strong 
examination  results.  Such  an  approach  would  give  in¬ 
stitutions  an  incentive  to  maintain  an  excellent  record 
in  that  area  and  would  permit  agencies  to  focus  super¬ 
visory  resources  on  institutions  where  serious  prob¬ 
lems  exist. 

Financial  Institutions  Regulatory  and  Interest  Rate 
Control  Act  of  1978  (FIRA) — In  1978,  Congress  en¬ 
acted  broad  financial  institution  regulatory  legislation 
through  FIRA  to  prevent  perceived  abuses  in  banking 
practices,  particularly  in  borrowings  by  bank  insiders. 
The  law  imposes  rigorous  conflict  of  interest  stan¬ 
dards.  burdensome  recordkeeping,  reporting  and  dis¬ 
closure  requirements,  and  new  federal  supervisory 
controls  on  the  conduct  of  federally  supervised  institu¬ 
tions  Its  provisions,  however,  are  frequently  duplica¬ 
tive  and,  in  some  instances,  inconsistent 


The  five  federal  supervisory  agencies  represented 
on  the  Federal  Financial  Institutions  Examination  Coun¬ 
cil  forwarded  proposed  legislation  to  the  committee  to 
make  technical  changes  and  correct  obvious  proce¬ 
dural  problems  encountered  in  implementing  and  ad¬ 
ministering  FIRA  provisions.  In  addition,  we  recom¬ 
mend  a  more  extensive  review  to  provide  simpler,  yet 
effective,  legislation  in  certain  areas  addressed  by 
FIRA. 

The  many-layered  nature  of  FIRA  is  shown  by  the 
several  statutory  procedures,  prohibitions  and  sanc¬ 
tions  affecting  borrowings  by  bank  insiders  from  cor¬ 
respondent  institutions.  Under  Title  VIII,  an  insured 
bank  is  prohibited  from  making  a  preferential  loan  to 
any  insider  of  another  bank  for  which  it  maintains  a 
correspondent  account.  Unlike  other  provisions  of 
FIRA  concerning  loans  by  a  bank  to  its  insiders,  how¬ 
ever,  Title  VIII  does  not  prohibit  such  a  loan  to  the  re¬ 
lated  interests  of  an  insider  of  a  correspondent  institu¬ 
tion.  Nevertheless,  the  statute  requires  that  each 
executive  officer  and  principal  shareholder  of  an  in¬ 
sured  bank  make  a  detailed  written  report  concerning 
his  or  her  borrowings  and  those  of  related  interests 
from  correspondent  institutions.  Each  bank  must  then 
file  a  separate  written  report  to  its  federal  supervisory 
agency  to  identify  all  such  executive  officers  and  prin¬ 
cipal  shareholders  and  the  aggregate  amount  of  their 
borrowings  from  correspondents. 

The  usefulness  of  those  recordkeeping  and  report¬ 
ing  requirements  and  similar  requirements  under  Title 
IX  for  other  insider  transactions  should  be  reconsid¬ 
ered.  The  prohibitions  and  the  arbitrary  ceilings  on 
loan  amounts  of  the  statute  should  either  be  repealed 
or  amended  to  permit  broader  flexibility  to  institutions 
to  make  credit  determinations  in  light  of  the  specific 
characteristics  of  a  loan  and  the  creditworthiness  of 
the  intended  borrower.  A  simplified  recordkeeping  or 
reporting  mechanism,  coupled  with  supervisory  penal¬ 
ties  and  potential  civil  liability,  may  adequately  accom¬ 
plish  the  purposes  of  the  law. 

We  would  welcome  the  opportunity  to  assist  the 
committee  in  reviewing  FIRA. 

National  Bank  Act — While  it  is  clear  that  recent  laws 
passed  by  Congress  should  be  evaluated,  we  also  be¬ 
lieve  it  is  time  for  a  comprehensive  review  of  the  Na¬ 
tional  Bank  Act.  Many  provisions  of  the  federal  bank¬ 
ing  laws  are  no  longer  as  appropriate  as  when  they 
were  enacted  up  to  100  years  ago.  Several  provisions 
should  be  either  repealed  or  substantially  amended  to 
ensure  the  ability  of  national  banks  to  meet  the  evolv¬ 
ing  needs  of  our  changing  economy. 

We  have  already  begun  to  study  some  of  the  more 
troublesome  provisions,  and  certainly  others  deserve 
serious  scrutiny  and,  perhaps,  revision  or  repeal.  For 
example,  the  principal  terms  of  Section  84  of  Title  12  of 
the  U.S.  Code  have  remained  essentially  unchanged 
since  1906.  The  intended  purpose  of  the  law,  which  re¬ 
stricts  loans  to  individual  borrowers  to  10  percent  of  a 
bank’s  capital  and  surplus,  was  to  promote  diversifica¬ 
tion  of  risk  and  to  spread  the  benefits  of  a  bank's  lend¬ 
ing  capacity  throughout  its  community.  Because  of 
that  limitation,  however,  banks,  particularly  smaller 
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ones  in  rural  communities,  frequently  are  unable  to 
meet  their  customers’  credit  needs.  In  addition,  many 
states  have  considerably  less  restrictive  lending  limita¬ 
tions  for  state-chartered  banks,  resulting  in  a  competi¬ 
tive  disadvantage  for  national  banks.  There  is  no  evi¬ 
dence  that  less  restrictive  limits  under  state  law  have 
increased  the  level  of  risk.  Accordingly,  we  are  consid¬ 
ering  proposing  changes  that  would  enable  national 
banks  to  compete  more  effectively  and  would  simplify 
the  current  complicated  statute. 

Similarly,  Section  82  of  Title  12,  an  original  provision 
of  the  1864  law,  generally  limits  a  bank’s  aggregate 
nondeposit  liabilities  to  100  percent  of  capital  and  50 
percent  of  surplus.  Since  1913,  that  provision  has 
been  amended  several  times  to  prevent  interference 
with  certain  national  goals  such  as  war  production,  ag¬ 
riculture,  housing  and  foreign  trade.  Confusion  about 
applying  that  statute  has  resulted  in  more  than  100  in¬ 
terpretive  rulings  and  opinion  letters.  Given  our  current 
supervisory  powers,  we  are  studying  whether  that  law 
is  necessary  or  whether  it  should  be  amended  in  a 
way  that  provides  greater  flexibility  to  banks  to  man¬ 
age  nondeposit  liabilities. 

Existing  federal  law  also  imposes  arbitrary  ceilings 
on  the  ability  of  banks  belonging  to  the  Federal  Re¬ 
serve  System  to  issue  bankers’  acceptances,  one  of 
the  principal  means  used  to  finance  foreign  trade.  In 
recent  years,  many  banks  engaged  in  trade  financing 
have  reached  their  legal  ceiling.  We  believe  relaxation 
of  that  limitation  would  assist  our  balance-of-trade  po¬ 
sition  without  adversely  affecting  bank  soundness. 
Therefore,  we  recommend  review  of  Sections  372  and 
373  of  Title  12. 

We  are  also  considering  revisions  to  the  restrictions 
imposed  on  national  bank  real  estate  lending  activity 
by  Section  371  of  Title  12.  Those  restrictions  were  in¬ 
tended  to  put  real  estate  lending  on  a  safe  and  sound 
basis.  However,  they  might  unduly  inhibit  national 
bank  participation  in  the  evolving  residential  real  es¬ 
tate  finance  market.  In  particular,  the  rigid  loan-to- 
value  ratios,  the  30-year  amortization  requirement  and 
the  aggregate  limitations  on  total  real  estate  lending, 
construction  lending  and  second-lien  real  estate  lend¬ 
ing  are  often  at  variance  with  evolving  market  realities, 
deterring  national  banks  from  engaging  in  transactions 
that  could  at  once  be  prudent  and  profitable  and  sat¬ 
isfy  borrower  needs.  In  the  past,  we  have  suggested  a 
revision  that  would  authorize  national  banks  to  make 
real  estate  loans  subject  only  to  any  limitations  that  the 
Comptroller  might  from  time  to  time  impose.  We  intend 
to  propose  similar  legislation  in  this  session  of  Con¬ 
gress. 

Finally,  the  normal  transactions  between  affiliated 
banks  are,  in  our  opinion,  unduly  hampered  by  the 
statutory  ceiling  in  Section  23A  of  the  Federal  Reserve 
Act  (12  USC  371c).  The  Federal  Reserve  Board  has  for 
several  years  proposed  legislation  to  permit  greater 
flexibility  in  dealings  between  affiliates. 

Bank  Capital  Requirements— While  some  regulatory 
reform  actions  must  rely  on  congressional  initiative, 
many  others  can  be  pursued  by  the  regulatory  agen¬ 


cies.  One  initiative  we  are  taking  is  in  the  area  of  bank 
capital  requirements. 

The  pivotal  role  that  larger  banks  play  in  the  national 
and  international  financial  community  gives  them  a  re¬ 
sponsibility  to  help  preserve  stability  and  confidence 
Thus,  it  is  particularly  important  that  those  institutions 
maintain  capital  positions  that  adequately  support  the 
volume  and  variety  of  activities  they  undertake  and 
that  assure  continuing  public  confidence  in  their  oper¬ 
ations  and  in  the  financial  system  as  a  whole.  Last 
year,  we  indicated  our  concern  about  the  long-term 
trend  toward  increased  leverage  in  those  institutions 
and  outlined  a  supervisory  program  to  address  that 
matter.  In  1980,  we  implemented  the  initial  phase  of 
the  program  by  conducting  comprehensive  reviews  of 
the  capital  plans  of  the  largest  banks.  Similar  supervi¬ 
sory  programs  are  being  developed  to  address  the 
capital  adequacy  of  regional  banks.  While  those  pro¬ 
grams  are  necessarily  long-term  endeavors  which  may 
be  modified  periodically,  we  believe  the  approach  is 
an  effective  means  of  ensuring  adequate  capital  levels 
for  those  companies  as  a  whole.  We  are  prepared  to 
bring  regulatory  pressure  to  bear  on  banks  to  correct 
capital  shortfalls,  present  and  prospective,  as  needed. 

In  smaller  community  banks,  the  issue  of  capital  is 
one  of  disparity  of  treatment — smaller  banks  generally 
have  capital  ratios  significantly  higher  than  larger 
banks.  In  recent  years,  many  small  community  banks 
have  made  significant  strides  in  acquiring  and  devel¬ 
oping  depth  and  quality  of  management,  level  and 
quality  of  earnings,  quality  of  assets,  geographical  di¬ 
versification,  effective  internal  planning,  operating  and 
control  systems,  market  presence  and  reputation, 
broad  risk  diversification  in  assets  and  liabilities,  expo¬ 
sure  to  the  disciplines  of  the  public  markets  and  other 
characteristics  which  generally  justify  lower  capital  ra¬ 
tios  for  larger  institutions.  We  recognize  those  factors, 
collectively,  have  more  to  do  with  the  financial  strength 
and  health  of  a  bank  and,  hence,  its  capital  adequacy 
than  the  magnitude  of  its  capital  ratio. 

As  community  banks  continue  to  adopt  many  of  the 
sophisticated  management  systems  techniques,  poli¬ 
cies,  procedures  and  controls  generally  characteristic 
of  larger  banks,  a  policy  of  permitting  sound  and  well- 
managed  banks  to  reduce  their  traditionally  high  capi¬ 
tal  ratios  becomes  appropriate.  Moreover,  we  have  im¬ 
proved  our  ability  to  examine  and  monitor  bank 
activities.  We  have  developed  techniques  for  identify¬ 
ing  banking  problems  in  their  early  stages  on  an  indi¬ 
vidual  bank  basis.  That  has  enabled  us  to  initiate  cor¬ 
rective  action  often  before  a  problem  gets  out  of  hand 

Although  lower  capital  ratios  may  pose  some  addi¬ 
tional  risk,  we  are  convinced  that  the  majority  of 
smaller  banks  can  operate  prudently  with  lower  ratios 
We  believe  the  benefits  of  more  aggressive,  competi¬ 
tive  smaller  banking  organizations  will  outweigh  the  in¬ 
creased  risks  lower  capital  ratios  might  pose 

Examination  and  Supervisory  Approach — We  also 

recognize  the  continuing  need  for  reviewing  and  ad¬ 
justing  our  examination  and  supervision  approach  to 
the  changing  environment  In  January,  we  established 
a  task  force  of  senior  agency  officials  to  examine  care- 
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fully  the  environment  in  which  financial  institutions  will 
likely  be  operating  in  the  1980's  and  to  determine 
where  changes  should  be  made  in  our  supervisory  ap¬ 
proach.  The  intent  is  to  anticipate  changes  in  the 
banking  environment  and  structure  and  redirect  our  re¬ 
sources  in  the  most  effective  and  efficient  manner. 

We  have  begun  by  attempting  to  understand  how 
the  environment  may  change  over  the  next  decade 
and  how  the  financial  system  will  be  affected.  Simulta¬ 
neously,  we  are  looking  at  our  organization  to  deter¬ 
mine  strengths  and  weaknesses.  In  the  next  phase,  we 
will  review  supervisory  philosophy  and  assess  how 
new  and  developing  technology  can  be  used  to  con¬ 
duct  the  types  of  examinations  that  will  be  needed, 
both  onsite  and  offsite.  In  the  final  phase,  we  will  de¬ 
velop  and  implement  plans  for  responding  to  those  an¬ 
ticipated  changes. 

Since  the  1970’s,  the  national  banking  system  has 
experienced  an  explosive  growth  in  assets,  sophistica¬ 
tion  and  technology,  and  Congress  has  also  given  the 
Office  significant  new  responsibilities  for  implementing 
new  banking  and  consumer  protection  laws.  To  keep 
pace,  we  have  reallocated  resources  toward  new  pro¬ 
grams  to  accommodate  those  changes  and  away  from 
safety  and  soundness  examinations.  Thus,  the  time 
between  onsite  examinations  has  lengthened  dramati¬ 
cally. 

At  the  same  time,  governmental  actions  over  the 
past  few  years,  including  hiring  freezes  and  employ¬ 
ment  ceilings,  have  kept  us  from  adding  to  our  field 
examination  force.  Our  ability  to  continue  supervising 
the  national  banking  system  effectively  and  to  imple¬ 
ment  the  strategic  plan  in  the  years  ahead,  therefore, 
will  depend  on  two  critical  factors:  (1)  efficient  use  of 
scarce  human  resources  and  (2)  continued  moderni¬ 
zation  of  offsite  monitoring  and  analytical  techniques, 
particularly  through  computer  technology. 

Recognizing  present  and  anticipated  future  re¬ 
source  constraints,  we  are  considering  several  ap¬ 
proaches  to  accomplish  our  mission.  In  general,  more 
offsite  analysis  will  probably  take  place  to  pinpoint 
areas  of  concern.  In  smaller  well-managed  banks,  on¬ 
site  examinations  will  probably  be  conducted  less  fre¬ 
quently.  That  does  not  mean,  however,  that  we  will 
stop  monitoring  each  bank's  performance  or  stop 
communicating  our  views  and  concerns;  rather,  less  of 
that  would  be  done  onsite.  The  monitoring  techniques 
available  through  the  national  bank  surveillance  sys¬ 
tem  will  be  used  to  detect  trends  and  conditions  in  in¬ 
dividual  banks  and  in  the  banking  system  as  a  supple¬ 
ment  to  less  frequent  onsite  examinations.  A  calling 
program  may  also  be  used  with  an  examiner  visiting 
senior  management  to  discuss  the  bank’s  perfor¬ 
mance  and  changes  in  management's  future  plans. 
We  currently  use  several  of  those  offsite  monitoring 
techniques  quite  extensively  in  supervising  our  largest 
banks  in  the  Multinational  Division  and  to  a  more  lim¬ 
ited  degree  in  the  smaller  banks. 

To  be  effective  substitutes  for  the  onsite  examina¬ 
tion,  offsite  computer-based  examination,  monitoring 
and  analytical  techniques  will  require  increased  finan¬ 
cial  reporting  by  banks  However,  such  requirements 
would  run  counter  to  laws  and  policies  aimed  at  reduc¬ 


ing  the  paperwork  burden.  The  objective  of  paperwork 
reduction  is  good  and  one  that  we  support.  However, 
arbitrary  paperwork  reduction  requirements  could  pre¬ 
clude  adoption  of  more  efficient  and  less  costly  super¬ 
visory  approaches.  If  we  cannot  develop  such  ap¬ 
proaches  because  of  inadequate  information  and  we 
continue  to  experience  substantial  personnel  cuts,  our 
ability  to  supervise  the  national  banking  system  effec¬ 
tively  may  be  seriously  jeopardized  in  the  years  ahead. 

In  addition,  we  have  made  substantial  progress  in 
reviewing  and  changing  our  examination  and  enforce¬ 
ment  procedures  for  the  Community  Reinvestment  Act, 
the  civil  rights  laws  and  the  consumer  protection  laws. 
We  undertook  that  review  for  two  reasons.  First,  the 
number  of  laws  and  regulations  covered  by  the  con¬ 
sumer  examination  has  been  growing  far  faster  than 
our  resources,  creating  a  need  to  refocus  our  exami¬ 
nation.  Second,  we  recognized  that  the  consumer  ex¬ 
amination  was  ready  to  evolve  from  its  past  orientation 
as  an  essentially  technical  compliance  review  into  a 
subjective,  judgmental  evaluation  of  bank  perfor¬ 
mance.  With  that  recognition  came  a  need  for  new 
consumer  examination  procedures  and,  importantly,  a 
higher  level  and  breadth  of  experience  in  the  exam¬ 
iners  using  them.  We  are  preparing  to  test  an  entirely 
new  set  of  procedures  and  an  examination  team  con¬ 
cept  that  relies  on  senior  level  examiners.  The  new 
system  will  take  a  common  sense  approach,  focusing 
increased  supervisory  attention  on  banks  with  serious 
deficiencies  while  reducing  the  compliance  burden  on 
the  well-managed,  well-intentioned  institution. 

International  Supervisory  Cooperation — We  are  also 
concerned  with  ensuring  effective  supervision  of  the 
international  activities  of  banks.  The  growing  interna¬ 
tionalization  of  the  banking  industry  has  caused  super¬ 
visory  authorities  from  the  leading  industrialized  na¬ 
tions  to  work  toward  better  mutual  cooperation  and 
communication.  Events  affecting  banking  organiza¬ 
tions  and  markets  in  one  country-  can  have  ripple  ef¬ 
fects  elsewhere.  The  expansion  of  banking  organiza¬ 
tions  from  the  home  country  into  other  locations 
necessitates  working  relationships  and  coordination 
among  parent  country  and  host  country  supervisors. 

Supervisory  authorities  have  benefitted  from  increas¬ 
ing  communications,  formal  and  informal  contacts,  and 
efforts  to  coordinate  their  activities.  The  Committee  on 
Bank  Regulations  and  Supervisory  Practices,  formed 
in  1974  under  the  auspices  of  the  Bank  for  Interna¬ 
tional  Settlements,  is  perhaps  the  single  most  impor¬ 
tant  forum  for  constructive  interchange  and  coopera¬ 
tive  efforts  among  supervisors  of  different  countries. 
The  committee’s  main  focus  has  been  developing 
broad  principles  and  standards  on  which  bank  super¬ 
visors  can  agree,  notwithstanding  the  differences  in 
banking  laws  and  regulatory  practices  among  the 
countries  represented.  For  instance,  the  committee 
has  supported  international  standards  for  bank  ac¬ 
counting  on  a  more  consolidated  basis  than  now  exists 
in  many  countries. 

The  committee  also  provides  a  forum  for  bank 
supervisors  to  compare  supervisory  approaches,  iden¬ 
tify  gaps  in  the  regulatory  coverage  of  international 
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banking,  develop  guidelines  that  delineate  the  respon¬ 
sibilities  of  host  and  parent  authorities  and  exchange 
information  of  a  sensitive  nature  derived  from  different 
sources.  The  committee  has  been  instrumental,  for  ex¬ 
ample,  in  promoting  legislation  abroad  to  facilitate  ar¬ 
rangements  among  supervisors  for  confidential  ex¬ 
changes  of  information.  The  European  Economic 
Community  (EEC),  in  its  first  banking  directive,  pro¬ 
vided  for  exchanges  of  banking  information  among 
member  banking  authorities  to  strengthen  the  supervi¬ 
sory  process  within  the  EEC.  On  that  point,  we  strongly 
support  the  recommendation  of  the  Federal  Reserve 
Board  in  its  report  to  the  Congress  on  the  International 
Banking  Act  that  the  act  be  amended  to  provide  addi¬ 
tional  specific  statutory  authority  for  confidential  treat¬ 
ment  of  exchanges  of  information  between  foreign 
bank  holding  companies  and  U.S.  banking  agencies 
and  between  those  agencies  and  their  foreign  counter¬ 
parts. 

Regulatory  Structure 

Traditionally  there  have  been  five  federal  regulatory 
agencies  charged  with  supervising  the  federally  char¬ 
tered  and  federally  insured  domestic  depository  insti¬ 
tutions.  Moreover,  one  or  more  state  regulatory  agen¬ 
cies  in  each  of  the  50  states  are  responsible  for 
supervising  the  state-chartered  institutions.  In  the  last 
3  years,  Congress  has  added  two  more  federal  regula¬ 
tory  bodies,  the  Federal  Financial  Institutions  Examina¬ 
tion  Council  and  the  Depository  Institutions  Deregula¬ 
tion  Committee. 

The  subject  of  the  optimal  structure  of  the  agencies 
responsible  for  supervision  of  deposit-taking  institu¬ 
tions  is  hardly  new,  but  the  reasons  for  addressing  it 
carefully  have  never  been  more  urgent.  Indeed,  we  are 
convinced  that  the  benefits  to  be  derived  from  reor¬ 
ganizing  the  existing  system  substantially  outweigh  the 
costs.  The  existing  framework  is  increasingly  inefficient 
and  should  not  be  tolerated  in  a  world  of  expanding 
agency  missions  and  limited  government  resources. 
The  challenge  is  to  design  a  framework  that  is  suitable 
for  today  and  sufficiently  flexible  to  accommodate 
change. 

There  are  several  reasons  for  believing  that  we 
should  move  immediately  toward  shaping  a  new  regu¬ 
latory  and  supervisory  framework. 

One  reason — the  need  for  effective  supervision  of  a 
bank  holding  company  and  its  component  parts — is 
obvious.  Over  two-thirds  of  the  multibank  holding  com¬ 
panies  have  at  least  one  bank  which  is  nationally  char¬ 
tered  and  at  least  one  bank  which  is  state-chartered 
Indeed,  it  is  not  uncommon  for  a  holding  company 
system  to  include  national  banks,  state  member  banks 
and  state  nonmember  banks,  sometimes  in  several 
states. 

The  possibilities  for  regulatory  confusion  and  dupli¬ 
cation  are  real  and  present  concerns.  It  is  not  sensible 
for  a  multiplicity  of  regulators  to  have  safety  and 
soundness  jurisdiction  over  segments  of  an  integrated 
business  enterprise.  Inevitably,  that  approach  will  be 
conflicting  and  uncoordinated  at  times.  Moreover,  the 
existing  framework  confronts  bank  managers  with  du¬ 


plicative  and  sometimes  inconsistent  regulatory  de¬ 
mands. 

Some  admittedly  modest  steps  are  being  taken  to 
rationalize  the  system.  Under  the  auspices  of  the  ex¬ 
amination  council,  the  federal  bank  supervisory  agen¬ 
cies  have  begun  coordinating  federal  examinations  of 
all  bank  holding  companies  with  consolidated  assets 
exceeding  $10  billion  and  certain  other  classes  of 
companies  requiring  special  supervisory  attention  In 
addition,  the  agencies  are  attempting  to  coordinate  ex¬ 
aminations  of  all  other  bank  holding  companies  and 
their  bank  subsidiaries  where  resources  permit. 

To  improve  productivity,  the  OCC  is  developing  a 
system  for  examining  multibank  holding  companies 
and  their  national  bank  subsidiaries  from  the  holding 
company  level,  using  the  company’s  plans,  policies 
and  internal  monitoring  mechanisms  as  source  mate¬ 
rial.  For  the  largest  bank  holding  companies,  a  new  fi¬ 
nancial  analytical  model  is  being  developed  to  focus 
on  the  fully  consolidated  entities.  That  may  result  in 
less  frequent  onsite  examinations  or  significantly  re¬ 
duced  time  at  individual  banks. 

Those  modest  steps  are  worthwhile  and  point  in  the 
right  direction,  but  they  do  not  go  to  the  heart  of  the 
matter.  What  is  needed  is  a  unified  supervisory  per¬ 
spective  on,  and  authority  over,  the  whole  corporate 
entity. 

Our  second  reason  for  favoring  reexamination  and 
modification  of  the  current  structure  arises  from  our 
belief  that  we  simply  must  make  more  effective  use  of 
the  limited  supervisory  resources  at  our  disposal  Cre¬ 
ation  of  the  examination  council  reflected  a  desire  for 
greater  uniformity  in  training  examiners  and  in  the 
methods  of  examination,  supervision  and  data  collec¬ 
tion  used  by  the  Federal  Reserve  System,  Federal  De¬ 
posit  Insurance  Corporation,  Federal  Home  Loan  Bank 
Board,  National  Credit  Union  Administration,  Comptrol¬ 
ler  of  the  Currency  and  state  supervisors. 

We  support  the  examination  council’s  goal  of 
achieving  greater  uniformity  in  regulation  because  of 
our  belief  in  the  more  basic  principle  of  applying  equal 
regulatory  and  supervisory  standards  to  similarly  sit¬ 
uated  participants  in  the  financial  system.  However, 
defining  who  is  similarly  situated  and  achieving  agree¬ 
ment  among  agencies  on  the  principles  of  how  to  pro¬ 
ceed  in  areas  of  regulation  and  supervision  are  diffi¬ 
cult.  Even  when  agreement  on  principles  can  be 
achieved,  ensuring  uniform  implementation  through 
management  systems  of  the  different  agencies  is  cum¬ 
bersome  at  best  and  perhaps  impossible  in  some  in¬ 
stances.  Thus,  despite  the  examination  council's  prog¬ 
ress,  we  are  convinced  that  it  is  an  inefficient  tool  for 
coordinating  the  activities  of  independent  regulatory 
agencies.  Therefore,  the  time  has  come  to  move  be¬ 
yond  the  examination  council. 

Our  third  reason  for  advocating  modernization  of  the 
current  structure,  and  we  recognize  that  reason  is 
most  sensitive  politically,  is  the  blurring  of  distinctions 
among  deposit-taking  institutions  Thrift  institutions, 
armed  with  new  powers,  are  in  banks'  business 
transaction  accounts,  credit  cards  and  other  forms  of 
personal  credit — and  banks  are  in  the  thrifts 
business— evidenced  particularly  by  their  growing 


39 


participation  in  the  residential  mortgage  market.  We  fa¬ 
vor  a  framework  which,  at  all  levels,  provides  for  equal 
regulatory  treatment  of  equally  situated  players.  The 
new  asset  and  liability  powers  of  the  thrifts  underscore 
the  need  to  include  them  in  a  restructured  regulatory 
framework 

A  regulatory  structure  which  ignores  marketplace  re¬ 
alities  will  only  perpetuate  anachronisms  and  delay — 
or  make  more  expensive  and  painful — the  very  adjust¬ 
ments  the  financial  industry  must  go  through. 

The  numerous  options  suggested  over  nearly  50 
years  for  modifying  the  current  structure  need  not  be 
repeated.  Indeed,  either  of  two  basic  options  pro¬ 
posed,  a  single  agency  or  separate  agencies  for  fed¬ 
erally  and  state-chartered  depository  institutions,  could 
be  structured  to  resolve  the  three  immediate  problems 
that  we  identified.  Other  options  certainly  exist.  We  do 
strongly  suggest,  however,  that  the  time  has  come  to 
proceed  with  a  rationalization  of  the  structure  in  a  way 
which  at  least  resolves  those  three  problems.  In  that 
process,  a  number  of  issues  should  be  addressed,  in¬ 
cluding: 

•  What  is  the  appropriate  role  for  the  states  in  the 
evolving  multistate  financial  services  system'? 

•  What  is  a  responsible,  practical  distribution  of 
supervisory  authority  over  smaller,  locally  ori¬ 
ented  institutions'? 

•  How  should  the  regulation  of  the  financial  activi¬ 
ties  of  nondeposit-taking  organizations  be  coor¬ 
dinated  with  the  regulation  of  banks  and  thrifts? 

•  How  should  the  regulation  of  financial  institu¬ 
tions  be  coordinated  with  the  regulation  of  pro¬ 
viders  of  telecommunications  and  similar  tech- 
noligies  on  which  financial  institutions  increasingly 
rely  and  use  in  local  and  multistate  environments? 

•  Where  should  responsibility  be  lodged  for  the 
protection  of  investors  in  deposit-taking  com¬ 
panies'? 

From  my  point  of  view,  having  been  Superintendent 
of  Banks  of  the  State  of  New  York,  Acting  Chairman  of 
the  Federal  Deposit  Insurance  Corporation  and  a 
member  of  its  board  and  Comptroller  for  almost  4 
years,  I  believe  that  the  banking  regulatory  structure 
ought  to  be  consolidated  into  an  independent  banking 
commission.  I  further  believe  that  the  commission 
should  include  the  present  supervisory  and  regulatory 
responsibilities  of  the  Federal  Deposit  Insurance  Cor¬ 
poration,  Federal  Home  Loan  Bank  Board,  Federal  Re¬ 
serve  System,  National  Credit  Union  Administration 
and  Comptroller  of  the  Currency. 

In  conclusion,  I  would  simply  highlight  the  agenda 
that  is  before  us  It  is  useful  to  identify  two  categories 
of  items. 

There  are  the  laws,  regulations  and  policies  which 
segment  markets,  geographic  and  product,  and  regu¬ 
late  price — in  short,  the  rules  and  boundaries  of  the 
game  of  financial  competition  In  those  areas,  we  must 
recognize  that,  like  it  or  not,  technology,  inflation  and 
marketplace  vitality  have  assured  deregulation  The 
task  before  us  is  to  provide  deposit-taking  institutions 


the  capacity  to  compete  and  serve  the  public  effec¬ 
tively  while  minimizing  the  potentially  disruptive  conse¬ 
quences  of  dramatic  change.  That  task  must  be  con¬ 
tinually  pursued  with  heightened  urgency.  It  has  at 
least  three  facets. 

First,  the  process  of  phasing  out  interest  rate  ceil¬ 
ings  must  continue  apace.  To  waver  in  the  policy  com¬ 
mitment  of  the  1980  act  might  severely  damage — 
perhaps  irreparably — the  role  of  deposit-taking 
institutions,  thrifts  and  commercial  banks  alike,  as  pro¬ 
viders  of  financial  services  to  individuals.  In  that  re¬ 
gard,  I  would  emphasize  the  immediate  need  to  agree 
on  a  strategy  for  addressing  the  earnings  problem  of 
thrift  institutions  in  the  short  run,  allowing  us  to  provide 
all  deposit-taking  institutions  the  flexibility  to  compete 
for  funds  in  the  marketplace.  From  my  perspective,  we 
should  have  tools,  in  case  rates  remain  high,  to  pro¬ 
vide  adequate  regulatory  flexibility  to  facilitate  mergers 
of  weaker  institutions  and,  where  appropriate,  to  assist 
institutions  in  extremis.  I  am  hopeful  that  we  will  resist 
the  temptation  to  address  the  thrift  problem  by  impos¬ 
ing  new  regulations  intended  to  hamstring  competition. 

Second,  the  time  has  come  to  decide  on  elimination 
of  geographic  restrictions  embodied  in  the  Douglas 
Amendment  and  the  McFadden  Act.  I  recognize  that 
the  politics  are  not  easy.  Moreover,  there  is  no  plan  for 
deregulation  which  is  perfectly  equitable  or  which 
eliminates  the  possibility  of  some  dislocation.  Never¬ 
theless,  further  study  and  delay  will  not  provide  addi¬ 
tional  illumination,  nor  will  it  make  the  decision  about 
how  to  proceed  any  less  difficult.  I  am  hopeful,  there¬ 
fore,  that  this  session  of  Congress  will  chart  a  course 
for  the  deregulation  of  geographic  restraints  on 
deposit-taking  institutions  just  as  the  last  session  of 
Congress  did  so  with  respect  to  deposit  rate  controls. 
As  with  rate  ceilings,  each  year  that  restraints  con¬ 
tinue,  the  strength  of  our  depository  system  will  be 
sapped. 

In  pinpointing  that  issue  for  immediate  action,  I  am 
not  suggesting  that  it  should  have  highest  priority.  I  am 
fearful  that  debate  with  respect  to  that  subject  will  in 
the  coming  years  interfere  with  our  addressing  other 
more  important  fundamental  issues.  Rather,  I  mean 
simply  to  underscore  that  the  question  of  geographic 
restraints  is  ripe  for  decision,  that  the  failure  to  act  may 
take  it  out  of  Congress'  hands  forever  as  events  in  the 
marketplace  moot  the  question  and  that  banking  gen¬ 
erally  will  suffer  if  that  happens. 

Third,  and  most  importantly,  the  time  has  come  to 
reexamine  the  various  laws,  regulations  and  policies 
that  since  the  Depression  have  served  to  separate  the 
providers  of  financial  services.  That  implies,  of  course, 
a  systematic  review  of  the  Glass-Steagall  Act.  The  de¬ 
bate  should  not,  however,  be  limited  to  a  traditional 
formulation  of  the  issues.  The  roles  of  all  providers  of 
financial  services — insurance  companies,  retailers, 
etc. — and  the  appropriate  function  of  the  government 
in  defining  those  roles  should  be  addressed.  I  am 
hopeful  that  we  can  in  the  coming  months  define  a 
process  for  study  and  debate  so  that  the  next  session 
of  Congress  will  be  able  to  consider  those  issues  in  a 
systematic  and  orderly  fashion  and  come  to  some  res¬ 
olution 
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The  second  category  of  items  on  the  agenda  ad¬ 
dresses  regulatory  reform.  It  is  imperative  that  we  con¬ 
tinue  and  accelerate  the  process  of  reform  that  has 
begun.  Deposit-taking  institutions  are  the  most  regu¬ 
lated  of  financial  providers.  In  most  cases,  they 
marked  a  reasonable  response  to  a  legitimate  need. 
However,  taken  as  a  whole,  they  create  a  bewildering 
and  conflicting  maze — much  of  which  is  antiquated 
and  much  of  which  is  excessive. 

The  process  of  regulatory  reform  is  one  which  Con¬ 
gress  and  the  agencies  must  share.  In  some  cases 
statutory  change  is  required,  and  in  some  it  is  not.  In 
that  process,  we  must  ask  several  questions: 

•  Is  the  goal  of  a  particular  statute  or  regulation 
still  a  desirable  one  and  one  which  warrants 
governmental  intervention? 

•  Is  the  strategy  chosen  to  achieve  a  particular 
goal  an  effective  one? 

•  What  is  the  cost  of  achieving  the  goal? 

•  Have  we  chosen  the  most  efficient  possible 
means  to  achieve  the  goal? 

By  advocating,  in  effect,  cost/benefit  analysis,  I  do 
not  mean  to  suggest  that  the  exercise  is  scientific  or 
subject  to  quantification.  It  is  not.  For  example,  how 
does  one  place  a  value  on  the  benefit  of  strategies  de¬ 
signed  to  ensure  confidence  in  our  financial  system? 
Nevertheless,  I  do  believe  that  it  is  possible  to  proceed 
in  a  systematic,  thoughtful  and  comprehensive  fash¬ 
ion.  The  process  of  regulatory  reform  has  at  least  four 
parts. 

First,  the  time  has  come  to  reorder  our  financial  reg¬ 
ulatory  structure  and  by  that  I  mean  to  include  the  reg¬ 
ulatory  framework  for  all  providers  of  financial  services. 
Although  there  is  no  significant  constituency  for  that 
change,  our  present  framework  is  increasingly  out  of 
touch  with  reality.  Whatever  reform  occurs  elsewhere, 
the  failure  to  address  that  issue  will  ensure  increas¬ 
ingly  inefficient  and  costly  regulation.  In  my  judgment, 
that  subject  demands  higher  priority  than  constituent 
pressure  would  accord  it. 

Second,  we  should  reexamine  our  civil  rights,  con¬ 
sumer  protection  and  Community  Reinvestment  Act 
strategies  to  enhance  both  effectiveness  and  effi¬ 
ciency.  As  I  indicated,  we  have  undertaken  a  compre¬ 
hensive  review  of  our  own  policies  and  procedures. 
Legislative  changes  may  be  required.  To  that  end,  we 
have  suggested  creation  of  a  congressional  commis¬ 
sion  to  undertake  a  comprehensive  review  and  report 
back  to  the  Congress  within  6  months. 


Third,  I  would  emphasize  that  while  it  is  popular  to 
focus  on  those  statutes  as  examples  of  costly  and  bur¬ 
densome  regulation,  such  a  singular  focus  is  inappro¬ 
priate.  The  statutes  are  not  alone  nor  are  they  neces¬ 
sarily  the  worst  offenders  in  terms  of  imposing  undue 
and/or  unrecognized  costs  on  depository  institutions 
and  their  customers.  Accordingly,  Congress  and  the 
agencies  should  also  focus  on  other  groups  of  laws 
and  regulations.  For  example,  simpler  yet  effective  leg¬ 
islation  in  areas  designed  to  prevent  perceived  abuses 
in  banking  practices,  particularly  relating  to  borrow¬ 
ings  by  bank  insiders,  is  possible.  Moreover,  many  of 
the  provisions  of  the  National  Bank  Act  are  no  longer 
appropriate  and  should  be  revised  or  repealed.  We 
look  forward  to  working  with  the  committee  on  such  is¬ 
sues  and  anticipate  making  a  series  of  specific  pro¬ 
posals  in  the  coming  months. 

Fourth,  we  in  the  agencies  should  reexamine  our  ap¬ 
proaches  to  examination  and  supervision  in  light  of  re¬ 
source  constraints  and  the  changing  nature  of  the  fi¬ 
nancial  services  industry.  We  are  implementing 
programs  to  review  the  capital  plans  of  larger  banks 
and  to  ensure  adequate  capital  levels.  At  the  same 
time,  we  are  permitting  sound  and  well-managed 
smaller  banks  to  reduce  their  capital  ratios.  Those  pro¬ 
grams  are  aimed  at  strengthening  the  national  banking 
system  and  improving  the  competitiveness  of  national 
banks.  In  addition,  as  I  indicated,  we  are  developing 
new  approaches  and  analytical  techniques  for  examin¬ 
ing  and  supervising  national  banks  which  respond  to 
changing  market  realities,  focus  our  efforts  on  the 
more  significant  problems  and  areas  of  risk  and  con¬ 
serve  our  limited  resources. 

We  recognize  that  outlines  a  sweeping  agenda  for 
the  Congress,  the  agencies  and  the  industry.  Our  per¬ 
spective  might  well  be  criticized  on  the  grounds  that  to 
undertake  the  changes  is  unrealistically  ambitious  and 
politically  impossible.  In  retort,  I  would  suggest  simply 
that  there  is  little  choice.  For  the  reasons  I  have  out¬ 
lined,  the  business  of  providing  financial  services  to  in¬ 
dividuals,  to  companies  and  to  governments  will 
change  radically.  Law,  regulation  and  public  policy 
can  facilitate  orderly  change,  preserving  the  worth¬ 
while  values  of  our  existing  institutional  framework  Or, 
it  can  serve  as  a  source  of  uncertainty,  an  arena  for 
gamesmen  and  an  impediment  to  deposit-taking  insti¬ 
tutions.  Which  occurs  is  a  matter  largely  in  the  hands 
of  Congress  and  the  regulatory  authorities.  In  my  judg¬ 
ment,  nothing  less  than  the  long-run  health  and  stabil¬ 
ity  of  the  financial  system  is  at  stake. 
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Statement  of  Charles  E.  Lord,  First  Deputy  Comptroller,  before  the  Subcommittee 
on  General  Oversight  and  Renegotiation  of  the  House  Committee  on  Banking,  Fi¬ 
nance  and  Urban  Affairs,  Wash.,  D.C.,  June  4,  1981 


Mr  Chairman  and  members  of  the  subcommittee, 
we  appreciate  this  opportunity  to  discuss  the  examina¬ 
tion  process  and  supervision  of  financial  institutions. 
As  you  know,  the  General  Accounting  Office  (GAO)  re¬ 
cently  submitted  a  report  to  the  Congress  on  that  sub¬ 
ject  entitled  The  Federal  Structure  for  Examining  Finan¬ 
cial  Institutions  Can  Be  Improved  (April  24,  1981). 
While  we  agree  with  that  report’s  conclusion  that  the 
current  structure  has  resulted  in  inefficiencies  in  allo¬ 
cating  resources  to  the  examination  and  supervision 
process,  the  GAO's  focus  on  consolidation  of  the  fed¬ 
eral  examiner  work  forces  ignores  the  fundamental 
problems  inherent  in  the  existing  regulatory  framework. 
Implementation  of  the  GAO  recommendations  without 
first  addressing  the  rationalization  of  the  financial  serv¬ 
ices  industry  and  the  regulatory  system  would  raise 
substantial  managerial  and  supervisory  problems. 
What  is  needed  is  a  modernized  structure  to  regulate 
effectively  the  evolving  financial  services  industry.  Until 
those  larger  issues  are  faced  squarely,  interim  steps 
other  than  those  recommended  by  the  GAO  could  be 
more  useful  in  improving  the  current  process. 

GAO  Report 

The  GAO  report  focuses  on  the  federal  field  struc¬ 
tures  established  by  the  agencies  for  examining  the 
various  types  of  depository  institutions.  GAO  notes  that 
each  of  the  three  federal  bank  regulatory  agencies 
maintains  a  nationwide  network  of  offices  for  supervis¬ 
ing  and  examining  commercial  banks.  GAO  asserts 
that  savings  could  be  realized  from  a  consolidation  of 
the  examination  work  forces  by  reducing  travel  re¬ 
quirements  and  sharing  common  field  office  locations. 
Specifically,  GAO  recommends  that  the  Federal  Finan¬ 
cial  Institutions  Examination  Council  (FFIEC): 

•  Develop  a  plan  whereby  particular  bank  exami¬ 
nations  would  be  conducted  by  the  closest  fed¬ 
eral  regulatory  agency; 

•  Establish  a  task  force  to  determine  the  feasibil¬ 
ity  of  consolidating  the  examination  forces  of 
the  federal  regulatory  agencies;  and 

•  Prepare  a  plan  to  consolidate  examination 
forces  if  it  finds  consolidation  to  be  a  preferable 
alternative  to  the  present  organizational  struc¬ 
ture 

The  GAO  report  further  recommends  that  the  Comp¬ 
troller  of  the  Currency,  Federal  Deposit  Insurance  Cor¬ 
poration  and  Federal  Reserve  System  establish  proce¬ 
dures  for  making  periodic  evaluations  of  their 
organizational  structures  and  take  actions  to  realign 
their  field  structures  whenever  opportunities  exist  to 
improve  the  dispersal  of  their  examiner  forces. 

The  recommendation  by  GAO  for  consolidation  of 
the  examiner  work  force  is  a  "bottom-up"  approach  to 
consolidation  of  the  regulatory  structure  which  would 


be  unworkable  within  the  confines  of  the  existing  regu¬ 
latory  scheme. 

With  respect  to  the  more  limited  recommendation  to 
the  individual  agencies,  we  agree  that  a  formal  policy 
specifically  addressing  periodic  assessment  and  mod¬ 
ifications  of  our  internal  structure  is  desirable.  The 
OCC  has  for  some  time  had  an  informal  policy  of  re¬ 
quiring  justification  for  changes  in  field  office  locations. 
Consistent  with  GAO’s  recommendation,  we  have 
drafted  a  formal  policy  for  opening  and  closing  subre¬ 
gional  offices.  That  draft  policy  gives  explicit  quantita¬ 
tive  and  qualitative  factors  for  consideration  to  ensure 
that  such  decisions  are  based  on  projected  cost  sav¬ 
ings  and  improved  productivity.  We  anticipate  those 
formal  policy  and  implementing  procedures  will  be  in 
place  this  summer. 

Chairman  Partee  has  made  a  written  response  to  the 
GAO’s  recommendations  addressed  to  the  Federal  Fi¬ 
nancial  Institutions  Examination  Council.  While  we 
share  the  GAO’s  concern  for  economy,  efficiency  and 
effectiveness  in  the  examination  process,  we  do  not 
endorse  the  methods  suggested  in  the  GAO  report  for 
achieving  those  objectives.  The  concept  of  pooling  ex¬ 
aminers  to  achieve  greater  geographical  dispersal  in 
the  examination  process  would  raise  serious  manage¬ 
rial,  operational  and  supervisory  problems. 

Specifically,  basic  management  principles  such  as 
motivation  of  examiners  and  responsibility  and  ac¬ 
countability  to  agency  management  would  be  signifi¬ 
cantly  undermined.  The  evaluation  and  promotion  of 
field  personnel  would  thereby  become  exceptionally 
difficult.  Coordination  of  the  activities  of  the  combined 
field  forces  would  necessitate  a  greater  administrative 
burden  than  might  be  first  suggested  by  the  GAO’s 
recommendations.  For  example,  some  mechanism  for 
establishing  examination  priorities  would  be  required. 
Such  issues  go  far  beyond  the  simple  recommenda¬ 
tions  of  GAO. 

Substantial  supervisory  problems  would  also  arise  if 
GAO’s  proposals  were  implemented.  Specifically,  use 
of  examiners  from  different  agencies  to  examine  a  par¬ 
ticular  institution  would  cloud  and  possibly  totally  dis¬ 
rupt  communication  between  the  institution  and  its  pri¬ 
mary  supervisory  agency.  To  whom  would  such  a 
bank  direct  its  questions  regarding  the  findings  of  a 
particular  examiner?  How  would  followup  supervision 
and  monitoring  of  a  particular  institution’s  progress  in 
implementing  corrective  policies  or  procedures  be 
brought  about? 

The  use  of  a  mixed  field  force  of  examiners,  trained 
by  different  agencies  regarding  different  laws  and 
varying  agency  regulations  and  policies,  would,  in  our 
opinion,  be  wholly  unrealistic.  Although  the  applicabil¬ 
ity  of  certain  laws  and  regulations  to  all  institutions  al¬ 
lows  some  combined  training,  the  unique  and  complex 
requirements  of  the  national  banking  laws  in  contrast 
to  the  differing  provisions  of  other  federal  and  state 
statutes  preclude  the  practical  establishment  of  a 
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consolidated  field  force.  The  feasibility  of  achieving 
any  cost  savings  from  reduced  travel  expenses  and 
overhead  must  be  considered  in  light  of  such  addi¬ 
tional  administrative  costs,  managerial  burdens  and 
differences  in  training  of  examiners  of  the  various 
agencies. 

Regulatory  Structure 

Five  federal  agencies  are  separately  charged  with 
the  continual  supervision  of  the  approximately  42,000 
financial  institutions  making  up  our  nation’s  diverse 
system  of  depository  institutions.  The  Comptroller  of 
the  Currency  has  responsibility  for  supervising  over 
4,400  national  banks  and  determining  their  com¬ 
pliance  with  safe  and  sound  banking  practices  and 
applicable  laws,  rules  and  regulations.  The  Federal 
Reserve  Board  has  similar  responsibility  with  respect 
to  state-chartered  member  banks,  bank  holding  com¬ 
panies,  and  Edge  and  Agreement  corporations.  The 
Federal  Deposit  Insurance  Corporation  (FDIC)  exam¬ 
ines  federally  insured,  state-chartered  commercial  and 
mutual  savings  banks  that  are  not  members  of  the 
Federal  Reserve  System.  The  Federal  Home  Loan 
Bank  Board  supervises  federally  chartered  and  in¬ 
sured  savings  and  loan  associations,  federal  mutual 
savings  banks,  and  savings  and  loan  holding  com¬ 
panies.  The  National  Credit  Union  Administration  su¬ 
pervises  federal  credit  unions.  In  addition,  one  or  more 
state  regulatory  agencies  in  each  state  has  authority  to 
supervise  state-chartered  institutions. 

In  recent  years,  Congress  has  added  two  federal 
regulatory  bodies  to  the  existing  regulatory  structure, 
the  FFIEC  and  the  Depository  Institutions  Deregulation 
Committee  (DIDC).  The  FFIEC  was  established  as  an 
interagency  body  mandated  to  seek  cooperation  and 
coordination  among  the  five  federal  financial  institu¬ 
tions  supervisory  agencies  by  (1)  prescribing  uniform 
examination  principles,  standards  and  report  forms  (2) 
developing  uniform  reporting  systems  for  federally  su¬ 
pervised  financial  institutions  and  (3)  conducting  joint 
training  for  examiners.  The  DIDC  has  a  mandate  to 
provide  for  the  phase-out  of  deposit  interest  rate  ceil¬ 
ings. 

While  the  federal  agencies  have  similar  supervisory 
roles  in  examining  and  supervising  depository  institu¬ 
tions  under  their  respective  jurisdictions,  they  each 
have  additional  responsibilities  which  to  some  extent 
further  defines  their  respective  examination  policies 
and  procedures.  In  addition  to  examination  responsi¬ 
bilities,  the  Comptroller’s  Office  is  the  chartering  au¬ 
thority  and  supervisor  of  the  national  banking  system. 
The  Board  of  Governors  of  the  Federal  Reserve  Sys¬ 
tem  is  also  charged  with  responsibility  for  monetary 
policy  and  acts  as  the  lender  of  last  resort  for  the  fi¬ 
nancial  system.  The  FDIC  is  additionally  responsible 
for  administering  the  nation’s  federal  deposit  insurance 
fund  for  insured  commercial  banks  and  state- 
chartered  mutual  savings  banks.  In  part  as  a  result  of 
those  differences  in  policies,  procedures  and  statutory 
missions,  the  FFIEC  has  had  only  limited  success  to 
date  in  achieving  greater  uniformity  in  the  examination 
processes. 


Interagency  Efforts  to  Achieve  Greater  Efficiency 

The  agencies  have,  however,  undertaken  efforts  to 
coordinate  supervisory  activities  and  to  share  re¬ 
sources  whenever  practical.  Examples  of  such  coop¬ 
erative  efforts  include  the  shared  national  credit  pro¬ 
gram,  the  country  risk  evaluation  program,  the  uniform 
policy  for  the  appraisal  of  investment  securities  and 
the  policies  on  interagency  coordination  of  holding 
company  examinations  and  formal  corrective  actions. 

For  example,  the  shared  national  credit  program 
was  developed  by  the  OCC  in  1975  and  is  now  oper¬ 
ated  jointly  with  the  Federal  Reserve  System  and  the 
FDIC.  Examining  departments  of  interested  state  au¬ 
thorities  have  also  been  invited  to  participate  in  the 
program,  which  provides  for  uniform  evaluation  of  mul¬ 
timillion  dollar  loans  shared  by  two  or  more  banks 

The  agencies  participating  in  the  shared  credit  pro¬ 
gram  have  reacted  very  positively.  By  reviewing  the 
shared  credits  only  once  in  the  lead  or  agent  bank 
rather  than  in  each  of  as  many  as  100  or  more  partici¬ 
pating  banks,  there  are  significant  savings  of  examiner 
resources.  We  estimate  that  in  1980  the  shared  na¬ 
tional  credit  program  saved  the  federal  agencies  the 
work  of  70  examiners  by  eliminating  repetitive  ap¬ 
praisals  of  shared  credits.  Participating  banks  have 
been  very  enthusiastic  about  the  program  because  it 
accords  uniform  treatment  on  the  shared  credits. 

Within  the  confines  of  the  existing  structure,  such  in¬ 
teragency  cooperative  efforts  have  been  useful  in  limit¬ 
ing  duplication  in  examination  and  supervision  of  the 
financial  institutions  subject  to  each  agency’s  purview 

OCC  Efforts  to  Achieve  Greater  Efficiency 

Recognizing  the  pressing  need  to  achieve  greater 
efficiency  in  the  examination  process,  the  OCC  has  es¬ 
tablished  a  task  force  of  senior  agency  officials  to  ex¬ 
amine  carefully  the  environment  in  which  financial  insti¬ 
tutions  are  likely  to  operate  in  the  1980’s  and  to 
determine  what  changes  should  be  made  in  our  super¬ 
visory  approach. 

More  offsite  analysis  of  the  banking  system  will 
probably  be  used  in  the  future  to  pinpoint  areas  of  su¬ 
pervisory  concern.  In  smaller,  well-managed  banks, 
onsite  examinations  will  be  conducted  less  frequently 
That  will  not  mean,  however,  that  we  will  stop  monitor¬ 
ing  each  bank’s  performance  or  stop  communicating 
our  views  and  concerns;  rather,  less  of  that  will  be 
done  onsite.  The  monitoring  techniques  available 
through  the  national  bank  surveillance  system  will  be 
used  to  detect  trends  and  conditions  in  banks  and  in 
the  banking  system  as  a  supplement  to  less  frequent 
onsite  examinations.  A  calling  program  may  also  be 
used  in  which  an  examiner  will  visit  senior  manage¬ 
ment  to  discuss  the  bank's  performance  and  changes 
in  management’s  future  plans.  We  currently  use  sev¬ 
eral  of  those  offsite  monitoring  techniques  quite  exten¬ 
sively  in  supervising  the  largest  banks  and  increas¬ 
ingly  for  the  smaller  banks. 

Another  step  toward  achieving  greater  efficiency  in 
the  examination  process  is  the  multibank  holding  com¬ 
pany  examination  concept  That  approach  is  intended 
to  reduce  the  regulatory  burden  on  the  national  bank- 
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ing  system  while  making  the  best  use  of  our  limited  re¬ 
sources. 

Many  holding  company  systems  have  developed 
central  objectives,  policies,  procedures,  internal  con¬ 
trols  and  accounting  and  reporting  systems  for  their 
subsidiary  banks.  Some  multibank  systems  also  pro¬ 
vide  audit  services,  internal  loan  review,  uniform  invest¬ 
ment  portfolio,  asset-liability  management  and  funding 
strategies.  Performance  is  often  monitored  through  so¬ 
phisticated  management  information  systems.  Exami¬ 
nation  of  such  a  holding  company  system  begins  with 
assessment  of  policies,  procedures  and  controls  es¬ 
tablished  and  used  at  the  holding  company  and  lead 
bank  level.  The  scope  of  examination  of  the  national 
bank  subsidiaries  is  dependent  on  the  strength  of 
those  policies,  procedures  and  controls  and  the  de¬ 
gree  to  which  they  are  carried  out.  That  "top-down” 
approach  results  in  a  more  flexible  examination 
process  and  allows  allocation  of  examination  re¬ 
sources  in  a  more  efficient  manner. 

Our  preliminary  testing  of  the  program  in  1980  met 
with  substantial  success.  Acting  within  the  existing 
regulatory  framework,  we  coordinated  our  examina¬ 
tions  with  the  appropriate  federal  reserve  banks  so 
that  federal  reserve  examiners  could  conduct  joint  or 
concurrent  examinations  of  each  affected  holding 
company. 

We  have  also  made  substantial  progress  in  review¬ 
ing  and  changing  our  examination  procedures  with  re¬ 
spect  to  consumer  protection  laws,  Community  Rein¬ 
vestment  Act  and  civil  rights  laws.  The  number  of  laws 
and  regulations  covered  by  our  consumer  examination 
procedures  has  grown  far  faster  than  our  resources, 
creating  a  need  to  refocus  our  examination.  We  have 
also  recognized  that  the  consumer  examination  has 
evolved  from  its  past  orientation  as  an  essentially  tech¬ 
nical  compliance  review  into  a  subjective,  judgmental 
evaluation  of  bank  performance.  With  that  recognition 
has  come  a  need  for  new  consumer  examination  pro¬ 
cedures  and,  importantly,  a  higher  level  of  experience 
in  the  examiners  using  them.  Beginning  in  July,  we  will 
test  an  entirely  new  set  of  procedures  and  an  examina¬ 
tion  team  concept  which  places  greater  reliance  on 
senior  level  examiners.  The  new  system  will  take  a 
common  sense  approach,  focusing  increased  supervi¬ 
sory  attention  on  banks  with  serious  deficiencies,  while 
reducing  the  supervisory  emphasis  previously  placed 
on  well-managed  institutions. 

Systemic  Changes  Needed 

Interagency  cooperative  efforts  and  modifications  to 
the  OCC  supervisory  procedures  can  achieve  certain 
economies  in  the  examination  process.  The  statutorily 
fragmented  regulatory  system  remains  as  the  more  se¬ 
rious  obstacle  to  realizing  any  substantial  savings  in 
federal  supervision  The  modest  steps  we  have  taken 
as  outlined  above  do  not  go  far  enough. 

Our  regulatory  structure  no  longer  has  a  rational 
basis  for  allocating  responsibility  for  the  supervision 
because  of  the  rapid  and  dramatic  evolution  of  the  fi¬ 
nancial  services  market  As  a  matter  of  historic  hap¬ 
penstance  rather  than  logical  construction,  a  regula¬ 


tory  scheme  of  overlapping  jurisdictions  and,  thus, 
duplicative  supervisory  efforts  has  been  created.  One 
obvious  example  exists  in  supervision  of  bank  holding 
companies  and  their  subsidiaries.  A  single  bank  hold¬ 
ing  company  system  may  be  subject  to  direct  regula¬ 
tion  of  three  federal  supervisory  agencies:  the  Federal 
Reserve  Board  for  the  holding  company  itself  and  any 
state  member  bank  subsidiaries,  the  Comptroller  for 
any  national  bank  subsidiaries  and  the  FDIC  for  any 
state  nonmember  bank  subsidiaries.  At  the  same  time, 
each  state  has  concurrent  jurisdiction  over  the  state 
banks.  Thus,  three  federal  supervisory  agencies  and 
one  or  more  state  regulators  are  separately  charged  to 
conduct  examinations,  gather  and  analyze  periodic  fi¬ 
nancial  data  and  otherwise  monitor  the  condition  of 
that  single  bank  holding  company  system. 

Over  two-thirds  of  the  approximately  350  multibank 
holding  companies  have  at  least  one  bank  which  is  na¬ 
tionally  chartered  and  at  least  one  bank  which  is  state- 
chartered.  Coordination  of  examinations  of  such  en¬ 
tities,  though  a  laudable  undertaking,  simply  will  not 
cure  those  inherent  inefficiencies.  For  that  reason 
alone  reassessment  of  the  existing  regulatory  scheme 
is  desirable. 

Moreover,  developments  in  the  marketplace,  but¬ 
tressed  by  legislative  initiatives,  have  resulted  in  a 
substantial  blurring  of  the  traditional  distinctions 
among  deposit-taking  institutions.  Thrift  institutions, 
armed  with  new  powers,  are  increasingly  in  the  bank¬ 
ing  business  through  the  offering  of  transaction  ac¬ 
counts,  credit  cards  and  other  forms  of  personal 
credit.  Commercial  banks  have  expanded  their  pres¬ 
ence  in  the  residential  mortgage  market.  Most  impor¬ 
tantly,  investment  firms  and  other  nondepository  finan¬ 
cial  institutions,  including  retailers,  credit  card  firms 
and  insurance  companies,  are  themselves  offering  di¬ 
verse  financial  services  to  the  public. 

Commercial  banks  and  thrift  institutions  are  currently 
hampered  in  their  attempts  to  compete  directly  with 
those  nonregulated  entities  by  a  statutory  framework 
which,  in  the  past,  sought  to  carve  out  separate  niches 
for  the  various  types  of  financial  institutions.  Competi¬ 
tion  among  the  regulated  entities  and  competition  be¬ 
tween  the  regulated  and  nonregulated  segments  of  the 
market  have  highlighted  the  need  to  redefine  the  entire 
financial  services  industry. 

A  largely  anachronistic  statutory  and  regulatory 
framework  has  perpetuated  an  inefficient  and  frag¬ 
mented  depository  services  system.  Artificial  statutory 
distinctions,  for  example,  product  and  geographic  re¬ 
strictions,  should  be  reexamined.  The  federal  interest 
in  regulating  the  providers  of  financial  services  must 
be  identified  and  articulated  to  design  an  appropriate 
regulatory  structure.  The  evolution  of  the  financial  serv¬ 
ices  industry  thus  provides  an  additional  reason  for  re¬ 
considering  the  structure  of  our  regulatory  framework. 

Numerous  options  for  modifying  the  current  regula¬ 
tory  scheme  have  been  formulated  in  past  years. 
Whether  the  optimal  framework  consists  of  separate 
agencies  for  federally  and  state-chartered  financial  in¬ 
stitutions  or  separate  federal  agencies  with  distinct 
functional  roles  {e  g.,  monetary  policy,  insurance  of  ac¬ 
counts  and  supervision  of  the  industry)  should  be 
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carefully  explored.  But  it  is  important  for  the  discourse 
to  begin. 


The  GAO  report  highlights  the  inefficiencies  inherent 
in  the  current  examination  process.  Its  recommenda¬ 
tions  for  change  do  not,  however,  focus  on  the  real  is¬ 
sue.  The  more  serious  task  is  agency  restructuring. 
Consolidation  of  the  examination  work  forces  without 
rationalization  of  the  system  would  entail  a  host  of  sub¬ 
stantial  managerial  and  supervisory  problems.  Currenl 
interagency  and  agency  actions  to  coordinate  supervi¬ 
sory  and  examination  efforts  are  only  small  steps. 


Outdated  federal  laws  and  forms  of  government  reg¬ 
ulation  are  largely  responsible  for  the  inefficient  use  of 
finite  federal  supervisory  resources.  Such  anachro¬ 
nisms  also  impede  the  ability  of  depository  institutions 
to  adjust  to  the  rapid  evolution  in  the  financial  services 
industry.  The  laws  and  regulations  defining  the  frame¬ 
work  within  which  financial  institutions  operate  should 
be  systematically  reexamined  and  reviewed  to  make 
them  responsive  to  a  dramatically  different  set  of  cir¬ 
cumstances.  The  challenge  is  to  define  the  federal  in¬ 
terest  in  regulating  the  evolving  financial  intermediary 
system  and  to  provide  a  more  flexible  framework  within 
which  the  financial  services  industry  may  operate. 


Remarks  of  Charles  E.  Lord,  First  Deputy  Comptroller,  before  the  National  Associa¬ 
tion  of  Federal  Credit  Unions,  Denver,  Colo.,  July  14,  1981 


Over  the  past  several  years,  we  have  all  been  inun¬ 
dated  with  articles  and  speeches  on  the  changing  fi¬ 
nancial  system.  We  have  all  felt  the  impact  of  the  grow¬ 
ing  financial  sophistication  of  consumers.  And  we 
have  heard  endless  speculation  about  the  long-run 
significance  of  new  players  in  our  sector  of  the  finan¬ 
cial  services  market— firms  such  as  American  Ex¬ 
press,  Merrill  Lynch  and  Prudential. 

Rather  than  dwell  on  the  speed  of  recent  changes  in 
the  system,  I  would  prefer  to  step  forward  a  few  years 
and  describe  how  I  believe  our  financial  system  will 
look  at  the  end  of  this  decade.  And,  assuming  my  pre¬ 
dictions  are  accurate,  I  would  like  to  suggest  a  few 
ways  depository  institutions — and  credit  unions,  in 
particular — should  be  preparing  themselves  for  the  fu¬ 
ture. 

Such  a  review  may  be  especially  important  for  credit 
unions.  Credit  unions  in  the  United  States  outnumber 
commercial  banks,  savings  and  loan  associations  and 
mutual  savings  banks  combined.  Your  numbers  are  el¬ 
oquent  testimony  to  the  fact  that  credit  unions  fill  an 
important  need  in  our  financial  system.  You  reach  out 
to  people,  encourage  them  to  save  and  provide  a  con¬ 
venient  opportunity  for  them  to  do  so.  To  ensure  a 
strong  and  viable  credit  union  industry  in  the  next  dec¬ 
ade,  however,  you  must  take  stock  of  your  strengths 
and  weaknesses  in  light  of  changes  that  are  inevitable. 

If  present  trends  continue,  the  financial  environment 
in  1990  will  certainly  be  much  more  sophisticated.  It 
will  provide  greater  opportunity  for  profit — and  entail 
greater  risk.  Above  all,  it  will  be  significantly  more 
competitive. 

By  1990,  the  protective  regulatory  cocoon  spun  for 
depository  institutions  in  the  1930’s  will  have  all  but 
disappeared.  Deposit  rate  controls,  which  have  limited 
bank  and  thrift  institution  competitiveness,  are  sched¬ 
uled  to  be  eliminated  by  1986  at  the  latest.  Last  month, 
the  Depository  Institutions  Deregulation  Committee 
adopted  a  4-year  schedule  to  phase  out  interest  rate 
ceilings  on  time  deposit  categories  with  progressively 
shorter  maturities.  The  phase-out  begins  next  month 


with  the  removal  of  rate  ceilings  on  deposits  with  a  ma¬ 
turity  of  4  or  more  years. 

Thus  by  1990,  all  deposits,  including  transaction  ac¬ 
counts,  should  be  paying  market  rates  of  interest. 
“Core  deposits” — the  touchtone  for  prudent  manage¬ 
ment  a  decade  ago — will  be  a  meaningless  concept. 

The  end  of  interest  rate  regulation  signals  marked 
changes  in  the  competitive  environment  for  credit  un¬ 
ions.  Throughout  the  1970's,  you  enjoyed  much  higher 
rate  ceilings  on  your  savings  accounts  than  both 
banks  and  thrifts.  But  the  removal  of  rate  ceilings  elimi¬ 
nates  one  competitive  weapon  in  your  arsenal. 

The  future  will  also  bring  the  demise  of  yet  another 
set  of  restraints.  The  restrictions  on  geographic  expan¬ 
sion  by  financial  institutions  will  be  less  confining  than 
they  are  today,  if  they  are  not  removed  altogether  Al¬ 
ready  banks  and  bank  holding  companies  have  estab¬ 
lished  out-of-state  networks  of  loan  production  offices, 
Edge  Act  corporations,  finance  companies  and  mort¬ 
gage  companies.  Bank  credit  cards  are  offered  on  a 
nationwide  basis.  Indeed,  every  week  seems  to  bring 
new  developments  that  challenge,  loosen  or  avoid 
such  geographical  restrictions. 

In  fact,  the  only  geographic  restrictions  that  signifi¬ 
cantly  hamper  bank  and  thrift  institution  operations  are 
those  that  restrict  the  gathering  of  retail  deposits.  Even 
those  restrictions  are  being  broken  down  under  the  on¬ 
slaught  of  money  market  mutual  funds.  When  a 
broker — or  a  banker — in  New  York  can  attract  de¬ 
posits  from  Denver  merely  by  offering  a  market  rate  of 
interest  and  a  toll-free  telephone  number,  the  concept 
of  a  protected  local  market  for  depository  institutions 
has  been  eroded  beyond  all  repair.  Indeed,  for  all  in¬ 
tents  and  purposes,  the  provision  of  financial  services 
on  an  interstate  basis  is  a  reality  today. 

Again,  the  implications  for  credit  unions  are  obvious 
Credit  unions  can  expect  increasing  competition  from 
banks  and  thrifts  seeking  to  expand  their  markets  That 
will  be  particularly  true  in  unit  banking  states  where 
any  inclination  or  need  to  branch  has  been  artificially 
stifled  in  the  past 
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Competition  among  depository  institutions  will  be  in¬ 
tensified  by  the  progressive  easing  of  restrictions  that 
mandate  product  segmentation  and  specialization.  By 
1990,  differences  between  depository  institutions  will 
have  blurred  to  the  point  where  any  remaining  distinc¬ 
tions  of  lending  and  deposit  services  offered  by  banks, 
thrifts  and  credit  unions  will  be  due  to  market  pres¬ 
sures,  not  statutory  fiat.  For  instance,  savings  and 
loans  were  recently  granted  authority  to  make  con¬ 
sumer  loans,  the  traditional  lending  specialty  of  credit 
unions.  At  the  same  time,  some  credit  unions  have  re¬ 
cently  begun  offering  residential  mortgage  loans. 
Again,  the  result  is  greatly  intensified  competition  for 
all  market  participants. 

That  erosion  of  mandatory  product  segmentation 
has  implications  far  beyond  redefining  the  roles  of  tra¬ 
ditional  depository  institutions.  Any  institution  engaged 
in  providing  financial  services  to  consumers  cannot 
help  but  be  aware  of  the  enormous  impact  of  nonbank 
competitors  on  the  financial  services  industry.  Non¬ 
bank  competitors  will  continue  to  be  a  major  force  in 
1990.  And  because  of  the  wide  range  of  their  activities 
and  their  ability  to  spread  their  costs  over  a  large  num¬ 
ber  of  services,  they  are  likely  to  continue  in  the  fore¬ 
front  of  technological  innovation. 

In  less  than  a  decade,  money  market  funds  have 
grown  to  more  than  $127  billion  in  assets.  The  reason 
is  obvious.  Taking  full  advantage  of  the  cost  savings  of 
computer  technology,  money  market  funds  can  offer 
relatively  safe,  convenient,  and  liquid  investments  that 
yield  market  rates  of  interest  and  can  be  purchased  in 
relatively  small  denominations.  While  removing  rate 
ceilings  from  depository  institutions  may  cut  into  the 
growth  of  money  market  funds,  they  may  still  continue 
to  play  the  role  of  low  margin  broker,  particularly  for 
small  depository  institutions  that  lack  access  to  na¬ 
tional  money  markets. 

Financial  institutions  should  expect  even  more  rapid 
innovation  and  even  more  vigorous  competition  from 
new  entrants  into  the  financial  services  market.  For  ex¬ 
ample,  department  store  chains,  satellite  communica¬ 
tion  companies  and  finance  companies  are  likely  to 
expand  their  range  of  financial  services,  many  of 
which  will  compete  with  traditional  credit  union  serv¬ 
ices. 

By  1990,  we  can  expect  to  see  a  number  of  well- 
capitalized  financial  service  companies  with  nation¬ 
wide  and  worldwide  office  networks  which  offer  a  full 
range  of  products.  Merrill  Lynch  has  already  begun 
combining  a  variety  of  services,  creating  products 
such  as  its  cash  management  account,  which  com¬ 
bines  securities  margin  accounts  with  a  money  market 
fund  that  can  be  accessed  through  bank  checks  or  a 
bank  VISA  card.  The  recent  purchase  of  the  Bache 
Group  by  Prudential  and  the  merger  of  American  Ex¬ 
press  and  Shearson  Loeb  Rhoades,  Inc.,  create  even 
more  possibilities  for  financial  innovation.  I  am  certain 
that  many  of  you  have  already  considered  the  possible 
packages  of  financial  services  that  could  emerge  from 
a  combination  of  American  Express  credit  card  opera¬ 
tions,  Shearson  money  market  fund  and  securities  op¬ 
erations,  Shearson  mortgage  banking  operations, 
Warner  Amex  Cable  and  Warner  Amex  Satellite  Com¬ 


munications  activities  and  American  Express  Fire¬ 
man’s  Fund  insurance  activities. 

By  the  end  of  the  decade,  large  money  center  banks 
and  their  affiliates  may  offer  a  similar  set  of  financial 
services  on  a  nationwide  basis.  Banks  and  others  will 
be  able  to  achieve  significant  economies  of  scale 
through  mass  marketing  strategies  and  use  of  im¬ 
proved  technology.  The  nationwide  bank  card  organi¬ 
zations  undoubtedly  are  prototypes  of  many  more  or¬ 
ganizations  that  will  evolve  by  1990. 

It  seems  clear,  then,  that  the  financial  services  mar¬ 
ket  of  1990  will  be  characterized  first  and  foremost  by 
highly  intense  competition  brought  about  by  significant 
deregulation  and  the  entrance  of  new  competitors. 
What  those  changes  imply  for  the  financial  institutions' 
regulatory  apparatus  is  less  easy  to  preduct.  Obvi¬ 
ously,  we  hope  that  Congress  and  the  regulators  will 
accommodate  rather  that  obstruct  market  develop¬ 
ments.  Even  if  that  proves  to  be  the  case,  however, 
there  are  a  number  of  regulatory  scenarios  that  could 
unfold. 

Consider  just  one  example.  Let  us  assume  that  leg¬ 
islation  will  no  longer  specify  which  products  particular 
institutions  may  offer.  Then,  for  the  most  part,  the  mar¬ 
ket  will  determine  the  structure  of  the  financial  services 
industry.  In  that  environment,  will  you  be  regulated  ac¬ 
cording  to  your  form  of  organization  or  category  of  in¬ 
stitution?  Or  will  product  offerings  vary  so  greatly 
among  institutions  within  the  same  category  that  regu¬ 
lation  will  have  to  be  based  upon  product  lines?  I  do 
not  pretend  to  know  the  answer. 

I  do  believe,  however,  that  any  changes  in  the  regu¬ 
latory  structure  should  parallel  the  natural  restructuring 
of  the  financial  system.  If  industries  become  more  ho¬ 
mogenous,  it  may  make  more  sense  to  have  a  single 
regulator.  On  the  other  hand,  if  there  are  still  significant 
differences  among  institutions  such  as  range  of  serv¬ 
ices  offered,  type  of  services  provided  or  size  of  insti¬ 
tutions  then  some  system  of  distinctive  and  separate 
regulators  may  make  sense.  For  instance,  if  the  unique 
nonprofit  nature  of  the  credit  union  industry  remains 
unchanged,  the  regulatory  structure  should  recognize 
the  distinction  between  your  form  of  organization  and 
the  for-profit,  stock  organizational  structure  of  other  fi¬ 
nancial  institutions. 

While  we  cannot  predict  the  precise  nature  of  the 
new  regulatory  structure  that  will  emerge  in  response 
to  changes  in  the  financial  marketplace,  we  can  iden¬ 
tify  some  of  the  implications  of  those  changes  for  fi¬ 
nancial  institutions  themselves.  One  thing  is  unequivo¬ 
cally  clear:  As  the  financial  services  market  becomes 
more  complex  and  more  competitive,  it  will  be  less 
forgiving  of  mistakes  and  inefficiencies.  The  new  finan¬ 
cial  environment  will  generate  significant  opportunities 
for  gain — but  it  will  also  produce  substantial  penalties 
for  failure. 

It  is  therefore  critical  that  all  financial  institutions  be¬ 
gin  planning  now  for  the  more  competitive  world  of  to¬ 
morrow.  More  specifically,  institutions,  including  credit 
unions,  will  have  to  determine  the  financial  services 
they  will  provide  in  the  future.  The  regulators  will  no 
longer  do  that  for  them.  Already,  credit  unions  are 
faced  with  the  beginnings  of  such  decisions.  Should 
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you  continue  to  concentrate  on  consumer  loans,  or 
should  you  be  allowed  to  expand  more  into  other 
areas  such  as  trust  services,  real  estate  lending  or 
even  commercial  lending7  What  are  the  implications  of 
expanding  your  range  of  services?  How  broadly 
should  the  common  bond  requirement  be  interpreted? 
Should  it  even  be  retained? 

Institutions  will  have  to  choose  between  being  full- 
service  financial  conglomerates  or  specializing  in  par¬ 
ticular  lines  of  business.  They  will  have  to  define  their 
business  based  on  their  expertise,  customer  base  and 
type  of  services  they  choose  to  provide.  In  drawing  up 
that  blueprint,  they  cannot  rely  on  regulations  emanat¬ 
ing  from  Washington  or  state  legislatures  that  define 
which  deposit  and  asset  instruments  are  safe  and 
which  are  too  risky.  To  a  very  large  degree,  institutions 
independently  will  have  to  anticipate  and  initiate  criti¬ 
cal  changes  in  financial  markets  over  the  next  decade. 

In  such  a  world,  strategic  planning  becomes  essen¬ 
tial.  Operating  policies  must  be  made  consistent  with 
the  new  risks  and  opportunities  that  emerge.  Prudent 
management  must  anticipate  a  financial  environment 
that  is  potentially  more  volatile,  technological  change 
that  will  transform  traditional  services,  and  increased 
competition.  All  of  those  changes  will  require  operating 
policies  that  monitor  liquidity,  profit  margins,  capital, 
credit  exposure  and  the  interest  rate  sensitivity  of  as¬ 
sets  and  liabilities  through  all  stages  of  the  business 
cycle. 

Clearly  all  institutions  will  have  to  pay  more  attention 
to  managing  interest  rate  risk.  The  rate  sensitivity  of  all 
assets  and  liabilities  will  have  to  be  carefully  calcu¬ 
lated,  monitored  and  controlled.  To  that  end,  there  will 
be  a  greater  need  for  flexible  pricing  of  assets.  In¬ 
deed,  many  institutions  are  already  offering 
adjustable-rate  mortgages.  The  National  Credit  Union 
Administration  has  issued  a  proposal  to  authorize 
those  instruments  for  credit  unions,  and  I  urge  you  to 
review  it  carefully  and  provide  comments  to  your  regu¬ 
lator. 

In  that  environment  of  increasing  competition,  some 
institutions  may  find  it  advisable  to  originate  and  serv¬ 
ice  loans  and  to  sell  the  paper  to  institutions  better 
able  to  manage  risk.  That  is  already  common  practice 
for  mortgage  loans  and  Small  Business  Administration 
loans.  Such  a  practice  requires  standardized  and  ac¬ 
ceptable  loan  documents,  however,  as  well  as  familiar¬ 
ity  with  secondary  markets. 

Cost  considerations  will  take  on  a  new  importance. 
Institutions  will  need  accounting  systems  that  can 
show  the  real  cost  of  a  service  and  how  it  should  be 
priced — or  whether  it  should  be  offered  at  all — to  earn 
a  profit.  In  an  era  without  price  restrictions,  when  credit 
unions  and  other  financial  institutions  will  have  the 
power  to  offer  products  long  denied  them,  that  will  be 
no  easy  task,  particularly  when  competing  with  long- 
established  institutions. 


The  unique  form  of  credit  union  organizational  struc¬ 
ture  dictates  giving  particular  attention  to  those  new 
opportunities  and  risks.  As  that  new  financial  environ¬ 
ment  emerges,  you  will  find  yourselves  both  helped 
and  hindered  by  your  structure 

On  the  plus  side,  you  will  probably  continue  to  bene¬ 
fit  from  volunteer  assistance  by  your  members  and 
rent  concessions  from  your  members'  employers 
Those  advantages  will  enable  you  to  provide  certain 
services  with  very  low  profit  margins. 

At  the  same  time,  you  will  continue  to  benefit  from 
the  thorough  knowledge  of  your  customer  base  that 
characterizes  cooperative  organizations.  Your  flexibil¬ 
ity  in  structuring  your  products  to  meet  the  needs  of 
your  individual  markets  and  your  familiarity  with  your 
individual  members’  financial  needs  will  be  major  com¬ 
petitive  advantages.  By  knowing  your  market  and  your 
customers,  you  can  identify  areas  where  you  can  com¬ 
pete  effectively  with — and  even  outcompete — other  fi¬ 
nancial  institutions. 

On  the  minus  side,  your  form  of  organization  will 
make  it  difficult  to  raise  capital,  except  through  re¬ 
tained  earnings.  That  difficulty  may  limit  your  ability  to 
expand  services  and  .your  market  share  within  your 
communities,  thereby  denying  you  the  benefits  of 
economies  of  scale. 

The  very  nature  of  credit  union  organization,  charac¬ 
terized  by  volunteer  management,  may  make  it  difficult 
to  attract  and  retain  top  financial  experts  from  outside 
the  credit  union.  For  example,  you  cannot  offer  stock 
options  and  other  incentive  packages  to  attract  profes¬ 
sional  and  experienced  management.  Such  talented 
management  will  be  needed,  however,  if  credit  unions 
are  to  be  successful  in  offering  unfamiliar  services 
such  as  mortgage  lending,  and,  in  particular,  loans 
with  variable  interest  rates. 

Any  industry  that  is  protected  from  competition,  as 
the  depository  institution  industry  has  been  for  the  past 
40  years,  is  vulnerable  to  stagnation  and  a  natural  re¬ 
luctance  to  change.  Such  an  industry  is  denied  the 
benefits  of  innovation  and  growth  that  are  stimulated 
by  new  competitors.  It  is  protected  from  the  freedom  to 
fail — but  prevented  from  meeting  new  needs  that  arise 
in  the  marketplace. 

That  protection,  and  encumbrance,  is  rapidly  disap¬ 
pearing.  As  leaders  of  the  credit  union  industry,  you 
have  an  opportunity  to  play  a  decisive  role  in  shaping 
the  newly  emerging  financial  environment  and  in  deter¬ 
mining  your  role  in  that  new  financial  world  If  you  are 
to  be  effective,  however,  you  must  be  willing  to  look 
beyond  the  short-run  effects  of  those  changes,  to 
make  the  necessary  compromises  and  to  develop  pol¬ 
icy  positions  based  on  the  long-range  interests  and 
needs  of  your  shareholders.  The  history  of  the  credit 
union  industry  provides  ample  proof  of  your  ability  to 
recognize  and  meet  those  needs  I  am  confident  you 
will  be  faithful  to  that  tradition. 
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Merger  Decisions — January  1  to  June  30,  1981 


/.  Mergers  consummated  involving  two  or  more  operating  banks 


Page 

Jan  1 ,  1981 

Midlantic  National  Bank.  Newark,  N.J. 

Nine  Branches  of  Midlantic  National  Bank/Merchants,  Nep¬ 
tune,  N.J 

Purchase  .  53 

Jan  1 ,  1981  : 

Pacific  National  Bank  of  Washington,  Seattle,  Wash 
Northshore  First  National  Bank,  Bothell,  Wash 

Consolidation .  53 

Jan,  2,  1981 : 

Central  Bank  of  Alabama,  National  Association  Decatur 
Ala 

East  Gadsden  Bank,  Gadsden,  Ala 


Purchase .  54 

Jan,  2,  1981 

First  National  Bank  of  Florida,  Tampa,  Fla 

Inter  City  National  Bank  of  Bradenton,  Bradenton,  Fla, 

The  National  Bank  of  Collier  County,  Marco  Island,  Fla 

Merger .  '  cc 

Jan  2,  1981 

Zions  First  National  Bank,  Salt  Lake  City,  Utah 
The  First  National  Bank  of  Logan,  Logan,  Utah 

Merger .  55 

Jan  30,  1981. 

Key  Bank,  N  A.,  Albany,  N  Y 

First  National  Bank  in  Greene,  Greene,  N  Y 

Merger .  57 

Jan  31 ,  1981 

Puget  Sound  National  Bank,  Tacoma,  Wash. 

Bank  of  Olympia,  Olympia,  Wash 

Merger . 

Jan  31,  1981: 

Rainier  National  Bank,  Seattle,  Wash 

Two  Branches  of  Seattle-First  National  Bank,  Seattle,  Wash 

Purchase  .  59 


Mar  5,  1981 

American  National  Bank  &  Trust  Company  of  New  Jersey. 


Morristown,  N.J. 

Citizens'  Bank,  National  Association,  Bloomsbury,  N  J. 

Merger  .  60 

Mar  14,  1981 

Drexel  National  Bank,  Chicago,  III 
South  Side  Bank,  Chicago,  III. 

Purchase .  61 

Mar.  31,  1981 

Peoples  Bank,  N  A  ,  Belleville,  N  J 

One  Branch  of  Hudson  United  Bank,  Union  City,  N.J 

Purchase  .  62 

Apr,  1,  1981 

Bank  of  the  South,  National  Association,  Atlanta,  Ga 
The  Northeast  Commercial  Bank,  Doraville,  Ga 

Merger .  63 

April  10,  1981 

Puget  Sound  National  Bank,  Tacoma,  Wash 

The  Peninsula  State  Bank,  Gig  Harbor,  Wash 

Merger .  63 


NOTE  Decisions  are  to  mergers  consummated  from  January  1 
1981,  to  June  1981 


Apr.  27,  1981 

The  First  Jersey  National  Bank,  Jersey  City,  N.J. 

One  Branch  of  First  National  State  Bank  of  South  Jersey, 
Trenton,  N.J 

Purchase  . 

Apr.  30,  1981 

Virginia  National  Bank,  Norfolk,  Va 

The  First  National  Bank  of  Troutville,  Troutville,  Va 

Merger . 

May  1 ,  1981 : 

The  First  National  Bank  of  Hastings,  Hastings,  Minn 
The  Faribault  National  Bank,  Faribault,  Minn 

Purchase  . 

May  1,  1981: 

The  First  National  Bank  of  Maryland,  Baltimore,  Md 
Francis  Scott  Key  Bank  and  Trust  Company,  Frederick,  Md 

Merger . 

May  15,  1981: 

National  Community  Bank  of  New  Jersey,  Rutherford,  N  J 
One  Branch  of  First  National  State  Bank  of  South  Jersey, 
Trenton,  N.J 

Purchase  . 

May  18,  1981 

The  Second  National  Bank  of  Bucyrus,  Bucyrus,  Ohio 
Community  National  Bank,  Mount  Gilead,  Ohio 

Merger . 

May  26,  1981 

Capital  Bank,  National  Association,  Houston,  Tex 
Main  Bank  of  Houston,  Houston,  Tex 

Merger . 

May  29,  1981 

First  National  Bank  of  South  Carolina,  Columbia,  S  C 
First  Carolina  National  Bank,  Hartsville,  S.C. 

Merger . 

May  29,  1981 

Santa  Clarita  National  Bank,  Newhall,  Calif 
Cabrillo  State  Bank,  San  Fernando,  Calif 

Merger . 

June  1 ,  1981 

Commonwealth  Bank  and  Trust  Company,  Muncy,  Pa 
Fidelity  National  Bank  of  Pa.,  Williamsport,  Pa 

Consolidation . 

June  1 ,  1981 

Ellis  First  National  Bank  of  New  Port  Richey,  New  Port 
Richey,  Fla 

Ellis  First  National  Bank  of  Hudson,  Hudson,  Fla 
Merger 
June  1 ,  1981 

The  First  National  Bank  of  Maryland,  Baltimore.  Md 
The  Cecil  National  Bank  at  Port  Deposit,  Port  Deposit.  Md 
Merger 
June  15,  1981 

Valley  Bank  of  Shawano,  N  A  .  Shawano  Wise 
Farmers  State  Bank,  Cecil,  Wise 
Consolidation 
June  19,  1981 

First  National  Bank  of  San  Antonio,  San  Antonio.  Tex 
First  International  Bank  in  San  Antonio,  National  Associa 
tion,  San  Antonio,  Tex 
Merger 


Page 


64 


65 


65 


66 


67 


68 


69 


70 


71 


72 


73 


73 


74 


75 
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June  26,  1981  Page 

Midlantic  National  Bank,  Merchants,  Neptune,  N  J 
One  Branch  of  Garden  State  National  Bank.  Paramus,  N  J 

Purchase  .  76 

June  29,  1981 

First  National  Bank  of  New  Jersey,  Totowa,  N  J. 

One  Branch  of  Fidelity  Union  Trust  Company,  Newark,  N  J 
Four  Branches  of  Garden  State  National  Bank,  Paramus, 


N  J 

Purchase  .  77 

June  30,  1981 

Deposit  Guaranty  National  Bank,  Jackson,  Miss. 

The  Delta  National  Bank  of  Yazoo  City,  Yazoo  City,  Miss 
Merger .  78 


June  30,  1981  Page 

First  Security  Bank  of  Utah,  National  Association,  Ogden, 

Utah 

First  Security  Bank  of  Murray,  National  Association,  Murray, 


Utah 

Merger .  78 

June  30,  1981 

Southeast  National  Bank  of  Orlando,  Orlando,  Fla 

The  State  Bank  of  Forest  City,  Forest  City,  Fla 

Purchase  .  79 


II.  Mergers  consummated  involving  a  single  operating 

bank 

Jan  1,  1981 

The  First  National  Bank  of  Elgin,  Elgin,  III 

Republic  National  Bank  of  Elgin,  Elgin,  III, 

Merger . 

80 

Mar  31,  1981: 

The  First  National  Bank  of  Circleville,  Circleville,  Ohio 
Circleville  Bank,  N  A  Circleville,  Ohio 

Consolidation  . 

88 

Jan  15,  1981 

The  First  National  Bank  of  Shreveport,  Shreveport,  La 

New  First  National  Bank  of  Shreveport,  Shreveport,  La. 
Merger . 

81 

Apr  1,  1981: 

The  First  National  Bank  of  Richmond,  Richmond,  Tex. 
Richmond  National  Bank,  Richmond,  Tex. 

Merger . 

89 

Jan  21,  1981: 

Texoma  National  Bank  of  Sherman,  Sherman,  Tex 

New  Texoma  National  Bank  of  Sherman,  Sherman,  Tex 
Merger . 

81 

Apr  1,  1981: 

The  First  National  Bank  of  Valdosta,  Valdosta,  Ga. 

First  National  Interim  Bank  of  Valdosta,  Valdosta,  Ga 

Merger . 

90 

Jan  30,  1981 

Bankers  Trust  of  Binghamton,  Binghamton,  N  Y. 

BT  National  Bank,  Albany,  N  Y. 

Merger . 

82 

Apr  8,  1981: 

The  First  National  Bank  of  El  Dorado,  El  Dorado,  Ark 

First  National  Bank  of  El  Dorado,  El  Dorado,  Ark 

Merger . 

90 

Feb  9.  1981 

Commerce  National  Bank  of  Warner  Robins,  Warner 
Robins,  Ga 

Commerce  National  Interim  Bank  of  Warner  Robins,  Warner 

Apr  14,  1981: 

First  National  Bank  and  Trust  Company,  Centralia,  III. 
Centralia  National  Bank,  Centralia,  III. 

Merger . 

91 

Robins,  Ga 

Merger . 

82 

Apr  22,  1981: 

The  Farmers  &  Merchants  National  Bank  of  Kaufman,  Kauf- 

Feb  23.  1981 

First  National  Bank  of  La  Grange,  La  Grange,  III. 

Second  National  Bank  of  La  Grange,  La  Grange,  III 

man,  Tex. 

New  Merchants  National  Bank,  Kaufman,  Tex 

Merger . 

92 

Merger . 

83 

Apr  30,  1981: 

Feb  27,  1981 

Central  National  Bank  of  McKinney,  McKinney,  Tex 

McKinney  National  Bank,  McKinney,  Tex 

Consolidation  . 

84 

First  National  Bank  in  Chicago  Heights,  Chicago  Heights, 

III. 

Second  National  Bank  in  Chicago  Heights,  Chicago 

Heights,  III 

92 

Feb  27,  1981 

The  National  Bank  of  Bloomington,  Bloomington,  III. 
Bloomington  Bank,  N  A  ,  Bloomington,  III 

Merger 

84 

Merger . 

May  1,  1981 

The  Citizens  National  Bank  of  Waukegan,  Waukegan,  III. 
Republic  National  Bank  of  Waukegan,  Waukegan,  III 

Feb  28  1981 

Merger . 

93 

First  National  Bank  of  Vermont,  Springfield,  Vt. 

New  State  National  Bank,  Springfield,  Vt 

Merger  . 

85 

May  1,  1981 

First  National  Bank  of  Libertyville,  Libertyville,  III 

Second  National  Bank  of  Libertyville,  Libertyville,  III 

Feb  28,  1981 

Merger . 

94 

Hampton  National  Bank,  Hampton,  N  H 

Second  Hampton  National  Bank,  Hampton,  N  H 

Merger 

86 

May  1,  1981 

The  Second  National  Bank  of  Danville,  Danville,  III 

The  Third  National  Bank  of  Danville,  Danville,  III 

Mar  5,  1981 

Merger . 

94 

Suburban  National  Bank  of  Elk  Grove,  Elk  Grove,  III 

Elk  Grove  National  Bank,  Elk  Grove,  III 

Merger 

86 

May  4,  1981 

The  Country  Bank,  National  Association,  Shelburne  Falls, 
Mass 

Mar  5,  1981 

Suburban  National  Bank  of  Palatine,  Palatine,  III 

Subpal  National  Bank  Palatine,  III 

Old  Colony  Bank  of  Franklin  County,  National  Association, 
Shelburne  Falls,  Mass 

Merger . 

95 

Merger 

87 

May  11,  1981 

Mar  13  1981 

Suburban  National  Bank  of  Woodfield,  Schaumburg,  III 
Woodfield  National  Bank  Schaumburg,  III 

First  National  Bank  in  New  Castle,  New  Castle,  Ind 

Henry  National  Bank,  New  Castle,  Ind 

Merger . 

96 

Merger 

88 

50 


Page 


May  11,  1981  Page 

The  First  National  Bank  of  Alger  County  at  Munising,  Munis¬ 
ing,  Mich. 

AC  National  Bank,  Munising,  Mich 

Consolidation .  96 

May  19,  1981: 

Gulfway  National  Bank  of  Corpus  Christi,  Corpus  Christi, 

Tex 

Gulfway  Commerce  Bank,  National  Association,  Corpus 


Christi,  Tex 

Merger .  97 

May  21,  1981: 

Aurora  National  Bank,  Aurora,  III 

Citizens  National  Bank  of  Aurora,  Aurora,  III 

Merger .  98 

May  26,  1981: 

Melrose  Park  National  Bank,  Melrose  Park,  III 

Melrose  Bank,  N.A  ,  Melrose  Park,  III 

Merger .  98 

May  26,  1981: 

The  Texas  National  Bank  of  Waco,  Waco,  Tex. 

New  Texas  National  Bank,  Waco,  Tex. 

Merger .  99 

May  29,  1981: 

Madison  National  Bank,  Washington,  D  C 

MNB  National  Bank,  Washington,  D  C 

Merger .  100 

May  30,  1981: 

Elmhurst  National  Bank,  Elmhurst,  III. 

ENB  National  Bank,  Elmhurst,  III 

Merger .  100 

May  31,  1981: 


The  Riggs  National  Bank  of  Washington,  D  C.,  Washington, 


DC 

Riggs  Bank,  N  A  ,  Washington,  D  C 

Merger .  101 

June  1 ,  1981 

The  Streator  National  Bank,  Streator,  III 

Republic  National  Bank  of  Streator,  Streator,  III 

Merger .  102 


June  1 ,  1981 

The  Sullivan  County  National  Bank  of  Liberty  Liberty  N  Y 
59  N  Main  Street  National  Bank,  Liberty,  N  Y 
Consolidation  102 

June  5,  1981 

Lake  Air  National  Bank  of  Waco,  Waco.  Tex 
Bosque  Boulevard  National  Bank  Waco,  Tex 
Merger  1 03 

June  10,  1981 

San  Felipe  Bank,  National  Association,  Houston  Tex 
Woodway  National  Bank,  Houston,  Tex 

Merger .  104 

June  15,  1981 

The  Commercial  National  Bank  of  Beeville,  Beeville,  Tex 
The  Commercial  Bank  of  Beeville,  Beeville,  Tex 

Consolidation .  104 

June  19,  1981 : 

Louisiana  National  Bank  of  Baton  Rouge,  Baton  Rouge.  La 
LNB  National  Bank,  Baton  Rouge,  La 

Merger .  10s 

June  22,  1981 

American  National  Bank  of  Garland,  Garland,  Tex 
American  Bank,  National  Association,  Garland,  Tex 

Merger .  105 

June  30,  1981 

The  First  National  Bank  of  Caldwell,  Caldwell,  Ohio 
Caldwell  New  National  Bank,  Caldwell,  Ohio 

Consolidation .  106 

June  30,  1981 : 

Peoples  National  Bank  of  Washington,  Seattle,  Wash 
New  Peoples  National  Bank  of  Washington,  Seattle,  Wash. 

Merger .  197 

June  30,  1981 

Pikeville  National  Bank  &  Trust  Company,  Pikeville,  Ky. 

PNB  National  Bank,  Pikeville,  Ky. 

Merger .  197 
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I.  Mergers  consummated  involving  two  or  more  operating  banks. 


MIDLANTIC  NATIONAL  BANK, 


Newark,  N.J.,  and  Nine  Branches  of  Midlantic  National  Bank/Merchants,  Neptune,  N.J. 

Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

Nine  Branches  of  Midlantic  National  Bank/Merchants,  Neptune,  N.J.,  with 

were  purchased  January  1,  1981,  by  Midlantic  National  Bank,  Newark,  N.J.  (1316),  which  had 

After  the  purchase  was  effected,  the  receiving  bank  had . 

$  63,322,000 

1,620,234,000 
1,682,117,000 

9  - 

43 
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COMPTROLLER'S  DECISION 

This  application  was  accepted  for  filing  on  August  29, 
1980,  and  is  based  on  a  written  agreement  between 
the  banks  dated  August  1,  1980.  Midlantic  National 
Bank,  Newark,  N.J.,  and  Midlantic  National  Bank/ 
Merchants,  Neptune,  N.J.,  are  majority-owned  and 
controlled  by  Midlantic  Banks,  Inc.,  West  Orange,  N.J., 
a  registered  bank  holding  company.  This  proposal  is  a 
corporate  reorganization  which  would  not  affect  com¬ 
petition. 

A  review  of  the  financial  and  managerial  resources 
of  the  existing  and  proposed  institutions  and  the  con¬ 
venience  and  needs  of  the  community  to  be  served 
disclosed  no  reason  why  this  application  should  not  be 
approved. 

The  record  of  this  application  and  other  information 
available  to  this  Office  as  a  result  of  its  regulatory  re¬ 


sponsibilities  revealed  no  evidence  that  the  banks’ 
records  of  helping  to  meet  the  credit  needs  of  their 
communities,  including  low  and  moderate  income 
neighborhoods,  are  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  12  USC  1828(c),  for  the  applicants 
to  proceed  with  the  proposed  transaction. 

November  17,  1980. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  banks  involved  are  both  wholly  owned  subsidi¬ 
aries  of  the  same  bank  holding  company.  As  such, 
their  proposed  transaction  is  essentially  a  corporate 
reorganization  and  would  have  no  effect  on  competi¬ 
tion. 

* 


PACIFIC  NATIONAL  BANK  OF  WASHINGTON, 

Seattle,  Wash.,  and  Northshore  First  National  Bank,  Bothell,  Wash. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

Northshore  First  National  Bank,  Bothell,  Wash.  (14990),  with . 

and  Pacific  National  Bank  of  Washington,  Seattle,  Wash.  (3417),  which  had . 

consolidated  January  1,  1981,  under  the  charter  and  title  of  the  latter  bank.  The  consolidated  bank 
at  date  of  consolidation  had . 

$  20,718,000 

1,881,807,000 

1,902,525,000 

3 

79 

-  82 

COMPTROLLER'S  DECISION 

This  application  was  accepted  for  filing  on  August  12, 
1980,  and  is  based  on  an  agreement  executed  by  the 
participants  on  July  16,  1980.  As  of  June  30,  1980,  Pa¬ 
cific  National  Bank  of  Washington,  Seattle,  Wash  (Pa¬ 
cific),  had  total  deposits  of  approximately  $1.38  billion, 
and  Northshore  First  National  Bank,  Bothell,  Wash. 
(Northshore),  had  total  deposits  of  $20.3  million 


Northshore  operates  its  main  office  in  Bothell,  with 
two  branch  offices  in  the  northeastern  portion  of  King 
County.  That  section  of  the  county,  commonly  called 
the  "Northshore  community,"  is  15  miles  from  Seattle 
and  includes  several  growing  residential  areas  for 
commuters  to  Seattle  and  Everett  Pacific,  a  subsidiary 
of  Western  Bancorporation,  is  headquartered  in  Seattle 
and  has  78  branches  throughout  the  state,  with  28  in 
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the  Seattle-Everett  standard  metropolitan  statistical 
area. 

The  Northshore  community,  which  applicants  claim 
as  the  relevant  market  area,  is  the  northeastern  corner 
of  King  County  bounded  on  the  north  by  the  King- 
Snohomish  county  line,  on  the  south  by  Kirkland,  on 
the  west  by  Lake  Washington  and  on  the  east  by  the 
Sammamish  River  Valley.  The  Comptroller's  field  ex¬ 
aminer  found  this  market  delineation  to  be  basically 
correct,  although  he  felt  it  might  be  somewhat  large  for 
Northshore  given  its  total  deposits  and  number  of  of¬ 
fices  Pacific  has  no  offices  in  the  Northshore  commu¬ 
nity  and  is  severely  restricted  in  its  ability  to  branch 
into  the  area.*  The  Federal  Deposit  Insurance  Corpora¬ 
tion  and  the  Department  of  Justice  found  the  proposed 
merger  to  have  no  significant  impact  on  competition, 
and  the  Comptroller  agrees  with  those  conclusions,  t 


*  See  revised  Code  of  Washington  30.40.020  which  restricts  de  novo 
branching  to  the  city  and  the  unincorporated  area  of  the  county  in 
which  a  bank’s  main  office  is  located. 

t  The  San  Francisco  Federal  Reserve  Bank  found  the  merger  to 
have  an  adverse  effect  on  competition  because  it  placed  the  banks 
in  the  Seattle-Everett  banking  market  which  is  delineated  by  the 
standard  metropolitan  statistical  area.  Flowever,  the  reserve  bank 
noted  that  the  addition  of  Northshore's  market  share  to  Pacific's 
would  be  minimal  and  have  little  effect  due  to  the  overwhelming  mar¬ 
ket  share  held  by  Seattle  First  National  Bank 

*  * 


The  financial  and  managerial  resources  of  Pacific 
and  Northshore  are  satisfactory.  Northshore  is  experi¬ 
encing  a  declining  market  share,  and  its  future  pros¬ 
pects  are  limited  due  to  its  inability  to  offer  sophisti¬ 
cated  banking  services  competitive  with  the  large 
statewide  bank  systems.  The  future  prospects  of  Pa¬ 
cific  are  enhanced  by  its  ability  to  establish  offices  in 
the  Northshore  community  which  is  a  growing  and 
thriving  area. 

A  review  of  the  records  of  both  applicants  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicants’  records  of  helping  to  meet  the  credit  needs 
of  their  entire  communities,  including  low  and  moder¬ 
ate  income  neighborhoods,  are  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicants  to  proceed 
with  the  proposed  merger. 

November  26,  1980. 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  an  adverse  effect  on  com¬ 
petition. 

* 


CENTRAL  BANK  OF  ALABAMA,  NATIONAL  ASSOCIATION, 
Decatur,  Ala.,  and  East  Gadsden  Bank,  Gadsden,  Ala. 


Names  of  banks  and  type  of  transaction 

Total 

assets' 

Banking  offices 

In  To  be 

operation  operated 

East  Gadsden  Bank,  Gadsden,  Ala.,  with . 

was  purchased  January  2,  1981,  by  Central  Bank  of  Alabama,  National  Association,  Decatur,  Ala. 

(14414),  which  had . 

After  the  purchase  was  effected  the  receiving  bank  had . 

$  43,800,000 

846,847,000 

956,268,000 

1  - 

38  - 

39 

COMPTROLLER’S  DECISION 

On  December  31,  1980,  application  was  made  to  the 
Comptroller  of  the  Currency  for  prior  written  approval 
for  Central  Bank  of  Ala.,  National  Association,  Decatur, 
Alabama  (Assuming  Bank),  to  purchase  certain  of  the 
assets  and  assume  certain  of  the  liabilities  of  East 
Gadsden  Bank,  Gadsden,  Ala.  (East  Gadsden  Bank). 

On  December  31,  1980,  East  Gadsden  Bank  was  a 
state-chartered  nonmember  bank,  operating  through 
one  office  with  deposits  of  approximately  $40  million. 
At  the  close  of  business  on  December  31,  1980,  the 
board  of  directors  of  East  Gadsden  Bank  surrendered 
the  bank's  charter  to  the  Superintendent  of  Banks  of 
the  State  of  Alabama  and  requested  that  he  liquidate 
the  bank  Accordingly,  the  bank  was  placed  in  receiv¬ 
ership  with  the  Federal  Deposit  Insurance  Corporation 

*  Asset  figures  are  as  of  call  dates  immediately  before  and  after 
transaction 


(FDIC).  The  present  application  is  based  upon  an 
agreement,  which  is  incorporated  herein  by  reference, 
by  which  the  FDIC,  as  receiver,  agrees  to  sell  certain 
of  East  Gadsden  Bank’s  assets  in  consideration  of  the 
assumption  of  certain  East  Gadsden  Bank  liabilities  by 
Assuming  Banks.  For  the  reasons  stated  hereafter,  the 
Assuming  Bank’s  application  is  approved,  and  the 
purchase  and  assumption  transaction  may  be  con¬ 
summated  immediately. 

Under  the  Bank  Merger  Act,  12  USC  1828(c),  the 
Comptroller  cannot  approve  a  purchase  and  assump¬ 
tion  transaction  which  would  have  certain  anticompeti¬ 
tive  effects  unless  it  is  found  that  those  anticompetitive 
effects  are  clearly  outweighed  in  the  public  interest  by 
the  probable  effect  of  the  transaction  in  meeting  the 
convenience  and  needs  of  the  community  to  be 
served  Additionally,  the  Comptroller  is  directed  to 
consider  the  financial  and  managerial  resources  and 
future  prospects  of  the  existing  and  proposed  institu- 
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tion  and  the  convenience  and  needs  of  the  community 
to  be  served.  When  necessary,  however,  to  prevent 
the  evils  attendant  upon  the  failure  of  a  bank,  the 
Comptroller  can  dispense  with  the  standards  applica¬ 
ble  to  usual  acquisition  transactions  and  need  not  con¬ 
sider  reports  on  the  competitive  consequences  of  the 
transaction  ordinarily  solicited  from  the  Department  of 
Justice  and  other  banking  agencies.  The  Comptroller 
is  authorized  in  such  circumstances  to  immediately 
approve  an  acquisition  and  to  authorize  the  immediate 
consummation  of  the  transaction. 

The  proposed  transaction  will  prevent  disruption  of 
banking  services  to  the  community  and  potential 
losses  to  a  number  of  uninsured  depositors.  The  As¬ 
suming  Bank  has  sufficient  financial  and  managerial 
resources  to  absorb  East  Gadsden  Bank  and  enhance 
the  banking  services  it  offers  in  the  Gadsden  commu¬ 
nity. 

The  Comptroller  thus  finds  that  the  anticompetitive 
effects  of  the  proposed  transaction,  if  any,  are  clearly 
outweighed  in  the  public  interest  by  the  probable  ef- 

*  * 


feet  of  the  proposed  transaction  in  meeting  the  con¬ 
venience  and  needs  of  the  community  to  be  served 
For  those  reasons,  the  Assuming  Bank's  application  to 
purchase  certain  of  the  assets  and  acquire  certain  of 
the  liabilities  of  East  Gadsden  Bank,  as  set  forth  in  the 
agreement  executed  with  the  FDIC  as  receiver,  is  ap¬ 
proved.  The  Comptroller  further  finds  that  the  failure  of 
East  Gadsden  Bank  requires  him  to  act  immediately, 
as  contemplated  by  the  Bank  Merger  Act,  to  prevent 
disruption  of  banking  services  to  the  community  The 
Comptroller  thus  waives  publication  of  notice,  dis¬ 
penses  with  solicitation  of  competitive  reports  from 
other  agencies  and  authorizes  the  transaction  to  be 
consummated  immediately. 

Assuming  Bank  is  also  authorized  to  operate  East 
Gadsden  Bank's  former  office  at  801  East  Broad  St., 
Gadsden,  Ala.,  as  a  branch  office. 

December  31 ,  1980. 

Due  to  the  emergency  nature  of  the  situation,  no  Attor¬ 
ney  General’s  report  was  requested. 

* 


FIRST  NATIONAL  BANK  OF  FLORIDA, 

Tampa,  Fla.,  and  Inter  City  National  Bank  of  Bradenton,  Bradenton,  Fla.,  and  The  National  Bank  of  Collier  County, 
Marco  Island,  Fla. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

Inter  City  National  Bank  of  Bradenton,  Bradenton,  Fla.  (14865),  with . 

The  National  Bank  of  Collier  County,  Marco  Island,  Fla.  (16576),  with . 

and  First  National  Bank  of  Florida,  Tampa,  Fla.  (3497),  which  had . 

merged  January  2,  1981,  under  charter  and  title  of  the  latter  bank  (3497).  The  merged  bank  at  date 
of  merger  had . 

$  229,463,000 
65,299,000 
822,906,000 

1,111,640.000 

3  - 

2 

8  - 

13 

COMPTROLLER’S  DECISION 

Inter  City  National  Bank  of  Bradenton,  Bradenton,  Fla., 
The  National  Bank  of  Collier  County,  Marco  Island, 
Fla.,  and  First  National  Bank  of  Florida,  Tampa,  Fla., 
are  majority-owned  and  controlled  by  First  Florida 
Banks,  Inc.,  a  registered  bank  holding  company.  This 
proposed  merger  is  a  corporate  reorganization  which 
would  have  no  effect  on  competition. 

A  review  of  the  financial  and  managerial  resources 
and  future  prospects  of  the  existing  and  proposed  in¬ 
stitutions  and  the  convenience  and  needs  of  the  com¬ 
munity  to  be  served  has  disclosed  no  reason  why  this 
application  should  not  be  approved. 

The  record  of  this  application  and  other  information 
available  to  this  Office  as  a  result  of  its  regulatory  re¬ 


sponsibilities  reveals  no  evidence  that  the  banks’  rec¬ 
ords  of  helping  to  meet  the  credit  needs  of  their  com¬ 
munities,  including  low  and  moderate  income 
neighborhoods,  are  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  12  USC  1828(c),  for  the  applicants 
to  proceed  with  the  merger. 

November  21 ,  1980. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  merging  banks  are  all  wholly  owned  subsidiaries 
of  the  same  bank  holding  company  As  such,  their  pro¬ 
posed  merger  is  essentially  a  corporate  reorganization 
and  would  have  no  effect  on  competition 

* 
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ZIONS  FIRST  NATIONAL  BANK, 

Salt  Lake  City,  Utah,  and  First  National  Bank  of  Logan,  Logan,  Utah 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

First  National  Bank  of  Logan,  Logan,  Utah  (4670),  with . 

and  Zions  First  National  Bank,  Salt  Lake  City,  Utah  (4341),  which  had . 

merged  January  2,  1981,  under  the  charter  and  title  of  the  latter  (4341).  The  merged  bank  at  date 
of  merger  had . 

$  70,029,000 

1,478,229,000 

1,547,246,000 

3  - 

48  - 

51 

COMPTROLLER'S  DECISION 

On  November  30,  1979,  the  OCC  approved  the  appli¬ 
cation  of  Zions  First  National  Bank,  Salt  Lake  City,  Utah 
(Zions),  to  merge  with  First  National  Bank  of  Logan, 
Logan,  Utah  (FNBL),  under  the  charter  and  title  of 
Zions.  The  application  was  based  on  an  agreement 
between  Zions  and  FNBL,  executed  on  September  13, 
1978,  and  amended  on  December  7,  1978,  and  March 
27,  1979.  As  of  December  31,  1978,  Zions,  a  wholly 
owned  subsidiary  of  Zions  Utah  Bancorporation,  Salt 
Lake  City  (Bancorp),  a  bank  holding  company,  had  to¬ 
tal  deposits  of  almost  $1.1  billion  and  operated  47  of¬ 
fices  in  14  counties  in  Utah.  As  of  the  same  date, 
FNBL,  an  independent  bank,  had  total  deposits  of 
$50.8  million  and  operated  three  offices,  all  in  Cache 
County.  At  that  time,  Zions  was  the  second  largest 
commercial  bank  in  Utah,  and  FNBL  was  the  10th 
largest. 

In  Cache  County,  there  are  seven  banks  operating 
13  offices;  three  are  independent  banks  and  four  are 
affiliated  with  three  separate  bank  holding  companies. 
FNBL  operates  two  offices  in  Logan  and  one  in 
Smithfield,  approximately  7  miles  north  of  Logan.  FNBL 
is  the  second  largest  bank  in  the  market,  holding  27 
percent  of  total  market  commercial  bank  deposits.  Nei¬ 
ther  Zions  or  Bancorp  operates  any  offices  in  Cache 
County,  and  the  Bancorp  affiliate  closest  to  FNBL  is 
Zions  First  National  Bank,  Ogden,  located  50  miles 
south  of  Logan.  No  direct  competition  exists  between 
FNBL  and  any  affiliates  of  Bancorp.  In  addition,  while 
Zions  could  not  establish  a  branch  office(s)  in  Logan 
due  to  "home  office  protection"  statutes,  Bancorp 
could  establish  a  de  novo  banking  subsidiary  there. 
However,  the  market  is  dominated  by  the  three  largest 
indigenous  banks  which  control  in  excess  of  80  per¬ 
cent  of  market  deposits.  Under  those  conditions,  the 
competitive  impact  of  a  de  novo  entry  by  Zions  is  too 
speculative  to  mandate  a  denial  of  this  application. 
The  consummation  of  the  proposal  merely  substitutes 
Zions  for  FNBL  in  the  Cache  County  market. 

The  financial  and  managerial  resources  of  both 
banks  and  the  future  prospects  of  the  resulting  bank 
are  favorable  After  the  merger,  the  resulting  bank  will 
be  in  a  position  to  more  effectively  compete  within  the 
market,  drawing  on  the  extensive  financial  and  mana¬ 
gerial  resources  of  the  Bancorp  system,  and,  conse¬ 
quently,  could  serve  the  convenience  and  needs  of  the 
market  more  effectively 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 


applicant's  record  of  helping  to  meet  the  credit  needs 
of  their  entire  communities,  including  low  and  moder¬ 
ate  income  neighborhoods,  is  less  than  satisfactory. 

November  30,  1979. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

Cache  County  is  located  north  of  Salt  Lake  City  on  the 
Utah-ldaho  border.  Logan,  its  principal  city  and  the 
county  seat,  has  a  population  of  approximately  22,000. 
The  county's  population  is  growing,  having  increased 
from  35,788  to  42,331  from  1960  to  1970,  an  increase 
of  18.3  percent.  The  economic  outlook  for  the  county, 
whose  economy  is  based  primarily  on  agriculture,  ap¬ 
pears  to  be  favorable. 

The  offices  of  Applicant  and  Bank  closest  to  each 
other  are  approximately  50  miles  apart,  and  according 
to  the  application,  each  of  the  parties  draws  only  a 
small  amount  of  business  from  the  area  served  by  the 
other.  It  therefore  appears  that  the  proposed  acquisi¬ 
tion  would  not  eliminate  any  significant  amount  of  di¬ 
rect  competition. 

Commercial  banking  in  Cache  County  is  highly  con¬ 
centrated.  The  largest  of  the  six  banking  organizations 
in  Cache  County,  in  terms  of  county  deposits,  con¬ 
trolled  approximately  37.8  percent  of  the  county’s 
commercial  bank  deposits  as  of  June  30,  1978.  As  of 
the  same  date,  Bank,  the  second  largest  banking  or¬ 
ganization  in  terms  of  county  deposits,  controlled  ap¬ 
proximately  26.5  percent,  and  the  third  largest  banking 
organization  controlled  approximately  20.7  percent  of 
those  deposits.  Thus,  the  three  largest  banking  organi¬ 
zations,  in  terms  of  county  deposits,  together  con¬ 
trolled  approximately  85  percent  of  the  county's  com¬ 
mercial  bank  deposits. 

Under  Utah  law,  Applicant  cannot  establish 
branches  in  Logan  because  of  home  office  protection, 
but  its  parent  Zions  could  be  permitted  to  enter  Logan 
by  establishing  and  acquiring  a  new  bank  there.  We 
understand,  moreover,  that  Zions  has  used  this 
method  to  expand  geographically.  In  addition,  Zions 
could  enter  Cache  County  by  acquiring  the  smallest 
bank  there,  which  has  deposits  under  $10  million,  a 
so-called  "toe-hold”  acquisition. 

Zions  is  by  far  the  most  significant  and  the  most 
likely  potential  entrant  into  Cache  County.  Zions,  the 
second  largest  banking  organization  in  Utah,  is  the 
only  one  of  Utah's  four  largest  banking  organizations 
which  is  not  currently  operating  in  Cache  County 
Moreover,  while  the  fifth  through  eighth  largest  Utah 
banking  organizations  are  also  not  currently  operating 
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in  Cache  County,  Zions  is  four  times  as  large,  in  terms 
of  total  deposits,  as  the  largest  of  them  (Utah  Bancor- 
poration  with  total  deposits  of  approximately  $234  mil¬ 
lion).  Finally,  Zions  is  currently  operating  offices  in  vir¬ 
tually  every  portion  of  Utah,  except  Cache  County  and 
the  sparsely  populated  southeastern  quadrant  of  the 
state.  Therefore,  if  Zions  wishes  to  expand  geographi¬ 
cally,  Cache  County  appears  to  be  the  most  logical 
place  for  it  to  do  so. 


*  * 


The  proposed  transaction  will  eliminate  the  most 
likely  potential  entrant  into  the  highly  concentrated 
Cache  County  banking  market.  It  will  combine  the  sec¬ 
ond  largest  banking  organization  in  Utah  with  the 
state’s  ninth  largest  banking  organization,  which  has 
26.5  percent,  the  second  largest  share,  of  local  com¬ 
mercial  bank  deposits  in  Cache  County  We  conclude, 
that  overall,  the  proposed  transaction  would  have  a 
significantly  adverse  effect  on  competition. 

* 


KEY  BANK  N.A., 

Albany,  N.Y.,  and  First  National  Bank  in  Greene,  Greene,  N.Y. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

First  National  Bank  in  Greene,  Greene,  N.Y.  (13575),  with 
and  Key  Bank  N.A.,  Albany,  N.Y.  (1301),  which  had 

merged  January  30,  1981,  under  the  charter  and  title  of  the  latter  bank  (1301).  The  merged  bank  at 
date  of  merger  had . 

$  32,839,000 

1,182,188,000 

1,212,527,000 

2 

65  - 

67 

COMPTROLLER'S  DECISION 

This  application  was  accepted  for  filing  on  August  12, 
1980,  and  is  based  on  a  written  agreement  between 
the  proponent  banks  dated  May  12,  1980.  First  Na¬ 
tional  Bank  in  Greene,  Greene,  N.Y.  (Greene)  held  to¬ 
tal  deposits  of  $30.1  million  as  of  June  30,  1980.  On 
the  same  date,  Key  Bank  N.A.,  Albany,  N.Y.  (Key 
Bank),  held  total  deposits  of  $947.4  million.  Key  Bank 
is  a  wholly  owned  subsidiary  of  Key  Banks,  Inc.,  Al¬ 
bany,  a  multibank  holding  company  which  held  $1.6 
billion  of  consolidated  total  deposits  as  of  year-end 
1979. 

Greene  operates  only  one  office,  located  in  Greene 
in  Chenango  County,  in  south-central  New  York.  Its 
"service  area”  is  said  to  encompass  a  radius  of  ap¬ 
proximately  15  miles,  and  includes  adjacent  portions 
of  Broome  County.  The  application  does  not  state  the 
amount  of  loan  and  deposit  business  which  is  derived 
by  Greene  from  within  that  "service  area.”  However, 
because  banking  activities  are  generally  known  to  be 
highly  localized,  it  appears  clear  that  is  the  area  where 
Greene  derives  the  vast  majority  of  its  business. 
Hence,  this  Office  concludes  that  it  also  represents  the 
relevant  geographic  market  in  which  to  assess  the 
competitive  effects  of  the  proposed  merger  * 

There  exists  no  significant  amount  of  direct  competi¬ 
tion  between  Greene  and  Key  Bank  or  any  other  sub¬ 


*  The  application  states  that  the  relevant  geographic  market  is  a 
much  larger  four-county  area,  defined  by  the  Board  of  Governors  of 
the  Federal  Reserve  System  as  the  "Binghamton"  New  York  banking 
market.  This  Office  believes  that  such  a  market  is  too  large  to  be  an 
appropriate  market  for  the  purposes  of  meaningful  competitive  anal¬ 
ysis,  even  with  the  exclusion  (as  suggested  in  the  application)  of  the 
portion  which  lies  in  Pennsylvania. 


sidiary  of  Key  Banks,  Inc.  Key  Bank  operates  64  of¬ 
fices  in  13  counties,  mainly  in  the  east-central  and 
northeast  portions  of  the  state.  None  of  those  offices 
are  in  the  relevant  geographic  market,  and  the  office 
nearest  to  Greene  is  40  miles  northeast,  in  Oneonta. 
Likewise,  no  other  subsidiary  of  the  parent  holding 
company  maintains  an  office  in  the  market,  with  the 
nearest  located  35  miles  northeast  in  Cortland.  The 
amounts  of  total  deposits  derived  by  each  bank  from 
the  service  area  of  the  other  are  negligible  (.69  per¬ 
cent  and  .07  percent  for  Greene  and  Key  Bank,  re¬ 
spectively).  This  Office  concludes  that  the  proposed 
merger  would  have  no  significant  effect  on  competi¬ 
tion,  and  would  not  violate  the  standards  found  in  the 
Bank  Merger  Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  Greene 
and  Key  Banks  are  satisfactory  and  their  future  pros¬ 
pects,  together  with  those  of  the  combined  bank,  are 
favorable. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicants'  records  of  helping  to  meet  the  credit  needs 
of  their  entire  communities,  including  low  and  moder¬ 
ate  income  neighborhoods,  are  less  than  satisfactory 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  for  the  applicants  to  proceed  with 
the  proposed  merger. 

November  26,  1980 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  an  adverse  effect  upon 
competition. 

* 
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PUGET  SOUND  NATIONAL  BANK, 

Tacoma,  Wash.,  and  Bank  of  Olympia,  Olympia,  Wash. 


Names  of  banks  and  type  of  transaction 


Banking  offices 

Total 

assets  In  To  be 

operation  operated 


Bank  of  Olympia,  Olympia,  Wash.,  with .  $  47,556,000  5  - 

and  Puget  Sound  National  Bank,  Tacoma,  Wash.  (12292),  which  had .  757,172,000  44  - 

merged  January  31,  1981,  under  the  charter  and  title  of  the  latter  bank  (12292).  The  merged  bank 

at  date  of  merger  had .  797,872,000  -  49 


COMPTROLLER'S  DECISION 

On  August  29,  1980,  application  was  made  to  the 
OCC  for  prior  written  consent  for  Bank  of  Olympia, 
Olympia,  Wash.  (Olympia),  to  merge  into  Puget  Sound 
National  Bank,  Tacoma,  Wash.  (PSNB). 

As  of  June  30,  1980,  PSNB  held  $634  million  in  de¬ 
posits  in  45  offices  in  Pierce,  Mason  and  the  southern 
portions  of  King  and  Kitsap  counties.  As  of  the  same 
date,  Olympia  held  $39  million  in  total  deposits  in  five 
offices  in  Thurston  County.  The  relevant  geographic 
market  area  for  this  proposal  is  Thurston  County, 
where  Olympia  derives  approximately  95  percent  of  its 
deposits  and  also  approximately  95  percent  of  its 
loans.  Olympia  is  now  the  fourth  largest  of  the  seven 
commercial  banks  within  the  market,  controlling  only 
4.9  percent  of  the  market’s  deposits.  PSNB  has  no  of¬ 
fices  in  the  market  but  does  derive  1.7  percent  of  its 
deposits  and  2.1  percent  of  its  loans  from  the  market. 
However,  existing  direct  competition  between  PSNB 
and  Olympia  is  insignificant,  and  with  consummation 
of  the  proposed  transaction,  PSNB  would  replace 
Olympia  as  the  fourth  largest  bank  within  the  market, 
controlling  approximately  6.2  percent  of  total  market 
deposits. 

The  market  is  currently  dominated  by  the  two  largest 
banks  in  the  state,  both  based  in  Seattle,  which  to¬ 
gether  control  approximately  40  percent  of  the  total 
market  deposits.  Restrictive  state  branching  statutes 
effectively  preclude  c/e  novo  branch  entry  by  PSNB 
into  the  county.  Acquisition  of  an  existing  bank  is  the 
only  reasonable  method  for  PSNB  to  enter  that  market. 
Accordingly,  consummation  of  this  proposal  will  have 
no  significant  adverse  effect  on  competition  and  will 
probably  enhance  competition  by  replacing  a  small 
competitor  with  a  larger,  more  aggressive  one. 


The  financial  and  managerial  resources  of  the  pro¬ 
ponents  are  satisfactory  and  their  future  prospects  are 
favorable. 

A  review  of  this  application  and  other  information 
available  to  this  Office  as  a  consequence  of  its  regula¬ 
tory  responsibilities  revealed  no  evidence  that  the  pro¬ 
ponents’  records  of  helping  to  meet  the  credit  needs  of 
their  communities,  including  low  and  moderate  income 
neighborhoods,  are  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  12  USC  1828(c),  for  the  proponents 
to  proceed  with  the  proposal. 

December  12,  1980. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  primary  effect  of  the  proposed  merger  will  be  felt 
in  Thurston  County  (1970  population  76,894),  which  is 
situated  on  Puget  Sound  between  Mason  and  Pierce 
counties.  Olympia  (1970  population  25,800),  the  state 
capital  and  county  seat  for  Thurston  County,  is  located 
32  miles  southwest  of  Tacoma.  The  economy  of  Olym¬ 
pia  and  Thurston  County  is  heavily  dependent  on  gov¬ 
ernment  employment.  In  addition,  some  Olympia  resi¬ 
dents  are  employed  at  Fort  Lewis,  14  miles  east  of 
Olympia. 

Applicant  has  no  offices  in  Thurston  County;  its  clos¬ 
est  offices  to  an  office  of  Bank  are  its  Spanaway  office 
in  Pierce  County,  which  is  15.3  miles  from  Bank's  Yelm 
office,  and  its  Shelton  office  in  Mason  County,  which  is 
17  miles  from  Bank’s  Westside  office  in  Olympia.  Ac¬ 
cording  to  the  application,  Applicant  draws  a  substan¬ 
tial  amount  of  deposits  ($10.6  million)  and  loans  ($1 1 .2 
million)  from  Thurston  County.  It  therefore  appears  that 
the  proposed  merger  would  eliminate  some  direct 
competition  between  Applicant  and  Bank. 
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RAINIER  NATIONAL  BANK, 

Seattle,  Wash.,  and  Two  Branches  of  Seattle-First  National  Bank,  Seattle,  Wash. 


Names  of  banks  and  type  of  transaction 

Total 

Banking  offices 

assets *  * 

In  To  be 

operation  operated 

Two  Branches  of  Seattle-First  National  Bank,  Seattle,  Wash.  (11280)  with 

was  purchased  January  31,  1981,  by  Rainier  National  Bank,  Seattle,  Wash.  (4375),  which  had 

After  the  purchase  was  effected  the  receiving  bank  had 

$8,564,212,000 

4,232,536,000 

4,229,006,000 

2  - 

135  - 

-  137 

COMPTROLLER  S  DECISION 

On  September  30,  1980,  application  was  made  to  the 
Comptroller  for  prior  written  consent  for  Rainier  Na¬ 
tional  Bank,  Seattle,  Wash.  (Rainier),  to  purchase  the 
assets  and  assume  the  liabilities  of  the  Penn  Street 
and  Front  Street  branches  (Port  Angeles,  Wash.)  of 
Seattle-First  National  Bank,  Seattle  (Seattle-First).  On 
July  23,  1976,  the  Comptroller  granted  approval  for 
Seattle-First,  the  largest  commercial  bank  in  the  state 
to  purchase  the  assets  and  assume  the  liabilities  of  the 
four  banks  formerly  known  as  “Union  Bond  Banks,”  in¬ 
cluding  the  First  National  Bank  of  Port  Angeles  (FNB). 
As  a  condition  to  that  approval,  the  Comptroller  re¬ 
quired  Seattle-First  to  divest  two  Port  Angeles  branch 
offices  of  FNB.  The  divestiture  and  acquisition  of  those 
branches  are  the  subjects  of  this  application.  Consum¬ 
mation  of  this  proposed  transaction  would  satisfy  the 
amended  terms  of  the  1976  approval. 

On  September  30,  1980,  Rainier  held  total  deposits 
of  $3.3  billion  and  ranked  as  the  second  largest  com¬ 
mercial  bank  headquartered  in  Washington,  controlling 
almost  20  percent  of  the  state's  total  deposits.  On  the 
same  date,  the  Penn  Street  and  Front  Street  branches 
held  deposits  totaling  just  over  $5  million. 

The  relevant  geographic  market  for  the  analysis  is 
approximated  by  Clallam  County  which  forms  the 
northern  tip  of  the  Olympic  Peninsula.  There  are  pres¬ 
ently  three  commercial  banks  that  operate  eight  offices 
and  have  total  deposits  of  $105.1  million  in  the  county. 
Also,  one  mutual  savings  bank  and  two  savings  and 
loan  associations  operate  four  offices  in  the  market. 
Seattle-First  presently  controls  almost  60  percent  of 
the  total  commercial  bank  deposits  in  the  market. 
Rainier  currently  has  no  banking  offices  in  the  market. 
After  the  sale  of  the  two  branches  covered  by  this  pro- 


*  Assets  are  of  whole  bank  as  of  call  dates  immediately  before  and 
after  transaction 

*  * 


posal,  Seattle-First  will  remain  as  the  largest  bank, 
controlling  approximately  54.8  percent  of  the  total  mar¬ 
ket  deposits,  and  Rainier  will  be  the  smallest  of  four 
commercial  banks  with  4.7  percent  of  the  market's  to¬ 
tal  deposits. 

The  branch  banking  law  of  the  state  (RCW 
30.40.020)  restricts  de  novo  branching  to  the  city  and 
the  unincorporated  area  of  a  county  in  which  a  bank's 
main  office  is  located.  The  only  permissible  manner  in 
which  a  branch  may  be  established  in  any  area  out¬ 
side  the  bank's  home  county  is  by  acquiring  an  exist¬ 
ing  bank  or  a  branch  of  a  bank  operating  in  a  city  or 
town.  Consequently,  Rainier  can  most  feasibly  estab¬ 
lish  branches  in  Port  Angeles  by  acquiring  those  two 
branches  from  Seattle-First.  At  present,  the  closest 
Rainier  branch  to  Port  Angeles  is  in  Poulsbo  County, 
60  miles  southeast  of  Port  Angeles.  Consummation  of 
this  proposal  would  inject  additional  competition  into 
the  market. 

The  financial  and  managerial  resources  of  Rainier 
are  satisfactory  and  future  prospects  appear  favor¬ 
able. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  consequence 
of  its  regulatory  responsibilities,  revealed  no  evidence 
that  Rainier's  record  of  helping  to  meet  the  credit 
needs  of  its  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  12  USC  1828(c),  for  the  proponents 
to  proceed  with  the  proposal. 

December  31 ,  1980. 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  an  adverse  effect  upon 
competition. 
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AMERICAN  NATIONAL  BANK  &  TRUST  COMPANY  OF  NEW  JERSEY, 
Morristown,  N.J.,  and  Citizens'  Bank,  National  Association,  Bloomsbury,  N.J. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

Citizens'  Bank,  National  Association,  Bloomsbury,  N.J.  (10712),  with . 

and  American  National  Bank  &  Trust  of  New  Jersey,  Morristown,  N.J.  (4274),  which  had . 

merged  March  5,  1981,  under  charter  and  title  of  the  latter  bank  (4274).  The  merged  bank  at  date 
of  merger  had . 

$  52,575,000 
609,656,000 

663,294,000 

5  - 

35  - 

40 

COMPTROLLER'S  DECISION 

An  application  to  merge  Citizens'  Bank,  National  Asso¬ 
ciation,  Bloomsbury,  N.J.  (Citizens’),  into  and  under 
the  charter  of  American  National  Bank  &  Trust  of  New 
Jersey,  Morristown,  N.J.  (American)  was  filed  on  Octo¬ 
ber  3,  1980,  based  on  an  agreement  executed  by  the 
participants  on  June  19,  1980. 

American  is  a  national  bank  with  total  deposits  of 
$502.9  million  as  of  June  30,  1980.  It  is  the  largest  of 
four  wholly  owned  subsidiary  banks  of  Horizon  Ban¬ 
corp,  Morristown,  which  was  the  eighth  largest  com¬ 
mercial  banking  organization  in  New  Jersey  as  of  De¬ 
cember  31,  1979.  Thirty-one  of  American’s  34  offices 
are  concentrated  in  north-central  New  Jersey  in  Morris, 
Essex  and  Sussex  counties.  The  other  three  offices  are 
located  to  the  immediate  southwest  in  Warren  County. 
In  August  1979,  American  received  permission  to  sell 
its  Harmony  Branch  in  Warren  County  to  The  First  Na¬ 
tional  Bank  of  Belvidere.  Consummation  of  the  sale  will 
leave  only  two  branches  of  American  in  Warren 
County. 

Citizens’  has  total  deposits  of  $49.6  million  as  of 
June  30,  1980.  Citizens’  operates  four  offices  in  Hun¬ 
terdon  County  and  two  offices  in  Warren  County.  Both 
counties  are  in  the  westernmost  portion  of  the  northern 
third  of  the  state. 

While  Citizens’  has  four  offices  in  Hunterdon  County, 
American  has  no  offices  in  or  on  the  borders  of  Hunter¬ 
don  County  and  does  not  hold  any  deposits  in  Hunter¬ 
don  County.  Consequently,  consummation  of  this  mer¬ 
ger  would  not  affect  any  actual  competition  in 
Hunterdon  County. 

Although  the  two  banks  are  in  direct  competition  in 
Warren  County,  neither  holds  a  significant  share  of  the 
deposits  in  that  county.  Fifteen  offices  of  seven  com¬ 
mercial  banks  operate  in  southern  Warren  County  and 


hold  total  deposits  of  $194  million.  Upon  the  sale  of 
American’s  Harmony  Branch,  American  would  have 
8.43  percent  of  the  deposits  and  would  be  the  sixth 
largest  out  of  seven  commercial  banks  in  southern 
Warren  County.  Citizens’  holds  3.65  percent  of  the  de¬ 
posits  and  is  the  smallest  commercial  bank  in  southern 
Warren  County.  After  the  merger,  the  surviving  bank 
would  have  12.08  percent  of  the  deposits  and  would 
be  the  fourth  largest  of  six  commercial  banks  operat¬ 
ing  in  southern  Warren  County.  Consequently,  the 
Comptroller  finds  that  approval  would  not  substantially 
lessen  competition  in  that  county. 

Benefits  to  be  derived  by  depositors  of  Citizens’  as  a 
result  of  the  merger  include  a  significantly  larger  legal 
lending  limit  and  additional  deposit  services. 

Both  banks  and  the  holding  company,  Horizon  Ban¬ 
corp,  are  in  satisfactory  condition.  The  capital  position 
of  Citizens’  will  be  enhanced  as  a  result  of  the  merger. 
The  future  prospects  of  the  resulting  bank  are  excel¬ 
lent. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that 
American's  record  of  helping  to  meet  the  credit  needs 
of  its  entire  community,  including  low  and  moderate  in¬ 
come  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  12  USC  1828(c),  for  the  applicants 
to  proceed  with  this  merger. 

February  2,  1981 . 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  an  adverse  effect  upon 
competition. 
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DREXEL  NATIONAL  BANK, 

Chicago,  III.,  and  South  Side  Bank,  Chicago,  III. 


Names  of  banks  and  type  of  transaction 

Total 

assets' 

Banking  offices 

In  To  be 

operation  operated 

South  Side  Bank,  Chicago,  III.,  with . 

was  purchased  March  14,  1981,  by  Drexel  National  Bank,  Chicago,  III.  (14445),  which  had 

After  the  purchase  was  effected,  the  receiving  bank  had . 

$  27,505,000 
77,329,000 
103,288,000 

1  - 

1  - 

2 

COMPTROLLER'S  DECISION 

On  March  14,  1981,  application  was  made  to  the 
Comptroller  for  prior  written  approval  for  Drexel  Na¬ 
tional  Bank,  Chicago,  III.  (Assuming  Bank),  to  pur¬ 
chase  certain  of  the  assets  and  assume  certain  of  the 
liabilities  of  South  Side  Bank,  Chicago,  III.  (South  Side). 

On  March  14,  1981,  South  Side  was  a  state- 
chartered  bank,  operating  through  one  office,  with  de¬ 
posits  of  approximately  $25  million.  At  the  close  of 
business  on  March  14,  1981 .  South  Side  was  declared 
insolvent  by  the  Commissioner  of  Banks  of  the  State  of 
Illinois.  It  was  placed  in  receivership,  with  the  Federal 
Deposit  insurance  Corporation  (FDIC)  acting  as  re¬ 
ceiver.  The  present  application  is  based  on  an  agree¬ 
ment,  which  is  incorporated  herein  by  reference,  by 
which  the  FDIC,  as  receiver,  has  agreed  to  sell  certain 
of  South  Side’s  liabilities  by  Assuming  Bank.  For  the 
reasons  stated  hereafter,  Assuming  Bank's  application 
is  approved,  and  the  purchase  and  assumption  trans¬ 
action  may  be  consummated  immediately. 

Under  the  Bank  Merger  Act,  12  USC  1828(c),  the 
Comptroller  cannot  approve  a  purchase  and  assump¬ 
tion  transaction  which  would  have  certain  anticompeti¬ 
tive  effects  unless  it  is  found  that  those  anticompetitive 
effects  are  clearly  outweighed  in  the  public  interest  by 
the  probable  effect  of  the  transaction  in  meeting  the 
convenience  and  needs  of  the  community  to  be 
served.  When  necessary,  however,  to  prevent  the  evils 
attendant  on  the  failure  of  a  bank,  the  Comptroller  can 
dispense  with  the  standards  applicable  to  usual  acqui¬ 
sition  transactions  and  need  not  consider  reports  on 
the  competitive  consequences  of  the  transaction  ordi- 


*  Asset  figures  are  as  of  call  dates  immediately  before  and  after 
transaction. 

* 


narily  solicited  from  the  Department  of  Justice  and 
other  banking  agencies.  The  Comptroller  is  authorized 
in  such  circumstances  to  immediately  approve  an  ac¬ 
quisition  and  to  authorize  the  immediate  consumma¬ 
tion  of  the  transaction. 

The  proposed  transaction  will  prevent  disruption  of 
banking  services  to  the  community  and  potential 
losses  to  a  number  of  uninsured  depositors.  Assuming 
Bank  has  sufficient  financial  and  managerial  resources 
to  absorb  South  Side  and  enhance  the  banking  serv¬ 
ices  it  offers  in  the  Chicago  community. 

The  Comptroller  thus  finds  that  the  anticompetitive 
effects  of  the  proposed  transaction,  if  any,  are  clearly 
outweighed  in  the  public  interest  by  the  probable  ef¬ 
fect  of  the  proposed  transaction  in  meeting  the  con¬ 
venience  and  needs  of  the  community  to  be  served. 
For  those  reasons,  Assuming  Bank's  application  to 
purchase  certain  of  the  assets  and  acquire  certain  of 
the  liabilities  of  South  Side,  as  set  forth  in  the  agree¬ 
ment  executed  with  the  FDIC  as  receiver,  is  approved. 
The  Comptroller  further  finds  that  the  failure  of  South 
Side  requires  him  to  act  immediately,  as  contemplated 
by  the  Bank  Merger  Act,  to  prevent  disruption  of  bank¬ 
ing  services  to  the  community.  The  Comptroller  thus 
waives  publication  of  notice,  dispenses  with  solicita¬ 
tion  of  competitive  reports  from  other  agencies  and  au¬ 
thorizes  the  transaction  to  be  consummated  immedi¬ 
ately. 

Assuming  Bank  is  also,  hereby,  authorized  to  oper¬ 
ate  South  Side's  former  office,  located  at  4658  South 
Drexel  Blvd.,  Chicago,  as  a  branch  office. 

March  14,  1981 . 

Due  to  the  emergency  nature  of  the  situation,  no  Attor¬ 
ney  General’s  report  was  requested. 

* *  * 
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PEOPLES  BANK,  N.A., 

Belleville,  N.J.,  and  One  Branch  of  Hudson  United  Bank,  Union  City,  N.J. 


Names  of  banks  and  type  of  transaction 

Total 
assets*  * 

Banking  offices 

In  To  be 

operation  operated 

One  Branch  of  Hudson  United  Bank,  Union  City,  N.J.,  with . 

was  purchased  March  31,  1981  by  Peoples  Bank,  N.A.,  Belleville,  N.J.  (12019),  which  had 

After  the  purchase  was  effected,  the  receiving  bank  had . 

$71,544,000 

82,595,000 

83,276,000 

1  - 

5  - 

-  6 

COMPTROLLER'S  DECISION 

An  application  was  filed  on  October  27,  1980,  with  the 
OCC  pursuant  to  the  Bank  Merger  Act,  12  USC 
1828(c),  by  Peoples  Bank,  N.A.,  Belleville,  N.J.  (Peo¬ 
ples),  for  approval  to  acquire  certain  assets  and  as¬ 
sume  certain  liabilities  of  the  Bloomfield  Branch  of 
Hudson  United  Bank,  Union  City,  N.J.  (Hudson).  The 
application  is  based  on  a  written  agreement  between 
the  banks  dated  September  19,  1980. 

Hudson,  the  owner  of  the  branch  to  be  acquired, 
was  organized  in  1890  and  is  headquartered  in  Hud¬ 
son  County.  On  December  31,  1979,  the  bank  oper¬ 
ated  12  offices  and  had  total  deposits  of  $208  million. 
Hudson's  Bloomfield  Branch,  its  only  branch  in  Essex 
County,  was  opened  in  October  1976  and  had  $2  mil¬ 
lion  in  deposits. 

Peoples,  the  acquiring  bank,  was  organized  in  1921 
and  is  headquartered  in  Essex  County.  On  December 
31,  1979,  the  bank  operated  five  offices  and  had  total 
deposits  of  $69  million. 

The  application  defines  the  service  area  of  Hudson’s 
Bloomfield  Branch  as  the  area  with  a  1 V2  mile  radius  of 
the  branch.  The  branch  is  at  1422  Broad  St. ,  Bloom¬ 
field,  N.J.  The  service  area  includes  the  northern  por¬ 
tion  of  Bloomfield  and  parts  of  Montclair,  Glen  Ridge, 
Nutley  and  Clifton.  No  justification  for  the  determination 
of  the  service  area  is  provided. 

Eight  banks,  including  Hudson,  operate  12  branches 
in  the  defined  service  area.  Deposits  of  bank  branches 
in  the  service  area  total  $270  million.  The  four  banks 
with  the  largest  deposits  in  the  service  area  control 
85.6  percent  of  the  bank  deposits  Valley  National 
Bank  controls  33.2  percent  of  those  deposits,  Mont¬ 
clair  Savings  Bank  controls  28  percent,  American  Na¬ 
tional  Bank  controls  14.2  percent  and  Hudson  City 
Savings  Bank  controls  10.2  percent.  Hudson  controls 
only  1  percent  of  bank  deposits  in  the  service  area. 
Branches  of  three  savings  and  loan  associations  in  the 
service  area  have  $105  million  in  deposits. 

The  application  does  not  define  Peoples’  service 
area  Peoples’  1979  annual  report  lists  the  following 
branch  locations:  main  office  and  two  branches  in 
Belleville,  one  branch  in  Bloomfield  and  one  branch  in 
North  Caldwell  Information  is  not  provided  regarding 
the  distances  between  Peoples’  branches  and  the 
branch  to  be  acquired 

None  of  Peoples’  branches  is  in  the  defined  service 
area  of  Hudson’s  Bloomfield  Branch;  however,  a  re- 


‘  Figures  are  for  the  entire  bank  as  of  call  dates  Immediately  before 
and  after  transaction 

*  * 


view  of  Peoples’  Community  Reinvestment  Act  state¬ 
ment  indicates  some  direct  competition  between  Peo¬ 
ples  and  Hudson.  The  "delineated  market  area”  of 
Peoples’  three  Belleville  branches  overlaps  the  defined 
service  area  of  Hudson’s  Bloomfield  Branch  in  three 
census  tracts,  and  its  Bloomfield  Branch  overlaps  the 
defined  service  area  of  Hudson’s  Bloomfield  Branch  in 
four  census  tracts. 

The  acquisition  will  not  have  an  adverse  effect  on  di¬ 
rect  competition.  Direct  competition  between  Peoples 
and  Hudson  is  minimal.  The  application  shows  $4  mil¬ 
lion  of  Peoples’  deposits  originating  in  Bloomfield.  The 
relevant  market  area,  the  service  area  of  Hudson's 
Bloomfield  Branch,  includes  only  the  northern  part  of 
Bloomfield.  Peoples’  branches  are  in  Belleville  and  in 
Bloomfield  south  of  the  relevant  market  area.  Because 
of  this,  it  is  probable  that  the  majority  of  the  $4  million 
in  Bloomfield  deposits  originates  outside  of  the  rele¬ 
vant  market  area.  Notwithstanding  that  probability,  $4 
million  is  not  significant  in  light  of  the  $270  million  in 
deposits  of  bank  branches  in  the  relevant  market  area. 

The  acquisition  will  have  no  adverse  effect  on  poten¬ 
tial  competition.  Since  1973,  New  Jersey  law  has  al¬ 
lowed  statewide  branching.  As  of  December  1979, 
New  Jersey  had  144  banks  (Peoples  ranked  55th).  The 
acquisition  would  eliminate  only  one  of  many  potential 
entrants  and  would  have  no  adverse  effect  on  compe¬ 
tition. 

We  consider  the  financial  and  managerial  resources 
of  Peoples  Bank,  N.A.,  to  be  satisfactory.  Future  pros¬ 
pects  are  considered  favorable.  Peoples'  philosophy  is 
to  serve  consumers  and  small-  to  medium-sized  cor¬ 
porations  in  the  Belleville,  Bloomfield  and  North 
Caldwell  areas.  Peoples  believes  that  the  acquisition 
of  the  branch  will  be  a  natural  extension  of  its  market 
area  and  plans  to  offer  more  full-service  banking  hours 
than  other  banks  in  the  service  area.  We  are  unaware 
of  any  negative  impact  the  acquisition  will  have  on  the 
convenience  and  needs  of  the  community  to  be 
served. 

We  conclude  that  the  proposed  acquisition  will  not 
violate  Section  7  of  the  Clayton  Act  and  will  be  in  the 
public  interest.  Accordingly,  the  application  of  Peoples 
Bank,  N.A.,  to  acquire  certain  assets  and  assume  cer¬ 
tain  liabilities  of  the  Bloomfield  Branch  of  the  Hudson 
United  Bank  is  approved. 

February  24,  1981 . 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  a  substantial  competitive 
impact 

* 
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BANK  OF  THE  SOUTH,  NATIONAL  ASSOCIATION, 

Atlanta,  Ga.,  and  The  Northeast  Commercial  Bank,  Doraville,  Ga. 


Banking  offices 

Names  of  banks  and  type  of  transaction  Total 

assets  In  To  be 

operation  operated 


The  Northeast  Commercial  Bank,  Doraville,  Ga.,  with .  $  6,086,000  1  - 

and  Bank  of  the  South,  National  Association,  Atlanta,  Ga.  (9617),  which  had .  1,083,246,000  29  - 

merged  April  1,  1981,  under  charter  and  title  of  the  latter  bank  (9617).  The  merged  bank  at  date  of 

merger  had .  1,087,328,000  -  30 


COMPTROLLER’S  DECISION 

The  Northeast  Commercial  Bank,  Doraville,  Ga.,  and 
Bank  of  the  South,  National  Association  (formerly 
known  as  The  Fulton  National  Bank  of  Atlanta),  Atlanta, 
Ga.,  are  majority-owned  and  controlled  by  The  Fulton 
National  Corporation,  a  registered  bank  holding  com¬ 
pany.  This  proposed  merger  is  a  corporate  reorganiza¬ 
tion  which  would  have  no  effect  on  competition. 

A  review  of  the  financial  and  managerial  resources 
and  future  prospects  of  the  existing  and  proposed  in¬ 
stitutions  and  the  convenience  and  needs  of  the  com¬ 
munity  to  be  served  has  disclosed  no  reason  why  this 
application  should  not  be  approved. 

The  record  of  this  application  and  other  information 
available  to  this  Office  as  a  result  of  its  regulatory  re¬ 


sponsibilities  revealed  no  evidence  that  the  banks' 
records  of  helping  to  meet  the  credit  needs  of  their 
communities,  including  low  and  moderate  income 
neighborhoods,  are  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  12  USC  1828(c),  for  the  applicants 
to  proceed  with  the  merger. 

March  2,  1981 . 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  merging  banks  are  both  wholly  owned  subsidi¬ 
aries  of  the  same  bank  holding  company.  As  such, 
their  proposed  merger  is  essentially  a  corporate  reor¬ 
ganization  and  would  have  no  effect  on  competition. 


PUGET  SOUND  NATIONAL  BANK, 

Tacoma,  Wash.,  and  The  Peninsula  State  Bank,  Gig  Harbor,  Wash. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

The  Peninsula  State  Bank,  Gig  Harbor,  Wash.,  with . 

and  Puget  Sound  National  Bank,  Tacoma,  Wash.  (12292),  which  had . 

merged  April  10,  1981,  under  the  charter  and  title  of  the  latter  bank  (12292),  The  merged  bank  at 
date  of  merger  had . 

$  33,149,000 
838,144,000 

861,745,000 

3  - 

49 

52 

COMPTROLLER'S  DECISION 

After  due  consideration  of  all  of  the  factors,  the  Comp¬ 
troller  of  the  Currency  approved  this  transaction.  A  for¬ 
mal  decision  enumerating  the  factors  considered  will 
be  available  at  a  later  date. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

Pierce  County  (1970  population  412,344)  comprises 
the  Tacoma,  Wash.,  standard  metropolitan  statistical 
area  and  is  located  at  the  southern  end  of  Puget 
Sound.  Tacoma’s  major  industries  include  wood  prod¬ 
ucts,  aerospace  and  shipbuilding,  with  military  facili¬ 
ties  nearby.  The  northwestern  corner  of  Pierce  County, 
where  Bank  is  located,  is  separated  from  the  remain¬ 
der  of  the  county  by  the  "Narrows”  portion  of  Puget 
Sound.  That  area,  including  Gig  Harbor  and  Key  pe¬ 
ninsulas,  is  predominately  residential,  with  commercial 


fishing  and  logging  the  major  industries.  Many  of  the 
approximately  30,000  residents  commute  over  the  Ta¬ 
coma  Narrows  Bridge  to  work  in  Tacoma. 

The  closest  offices  of  the  merger  participants  (Appli¬ 
cant’s  Narrows  Branch  and  Bank's  Point  Fosdick 
Branch)  are  about  5  miles  apart,  separated  only  by  the 
Narrows  Bridge.  Bank’s  Point  Fosdick  Branch  is  within 
15  miles  of  23  branches  of  Applicant,  including  all  of 
its  Tacoma  offices.  Applicant  draws  a  significant 
amount  of  business  from  Bank's  primary  service  area 
as  defined  in  the  application.  Thus,  it  draws  $1 1  3  mil¬ 
lion  in  deposits  and  $18.5  million  in  loans  from  that 
area,  1  9  percent  of  its  total  deposits  and  3  8  percent 
of  its  total  loans.  Applicant’s  deposit  and  loan  draw 
from  Bank’s  primary  service  area,  and,  moreover 
equal  44.0  percent  of  Bank’s  total  deposits  and  106  3 
percent  of  its  net  loans.  It  therefore  appears  that  the 
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proposed  merger  would  eliminate  a  significant  amount 
of  existing  competition  between  Applicant  and  Bank. 

Commercial  banking  in  Pierce  County  is  concen¬ 
trated  Of  the  18  banking  organizations  operating  of¬ 
fices  there,  the  two  largest,  in  terms  of  deposits  held  in 
county  bank  offices,  held  51  percent  of  those  deposits; 
the  four  largest  held  71.7  percent.  Applicant  is  the 
largest  and  Bank  is  the  12th  largest  banking  organiza¬ 


tion  in  the  county,  controlling,  respectively,  28.6  per¬ 
cent  and  1 .5  percent  of  local  deposits.  If  the  proposed 
merger  is  consummated,  the  resulting  bank  would 
control  30.1  percent  of  local  deposits,  and  concentra¬ 
tion  among  the  four  largest  banks  in  the  county  would 
increase  from  71.7  to  73.2  percent. 

We  conclude  that  the  proposed  merger  would  have 
a  significantly  adverse  effect  on  competition. 

*  * 


THE  FIRST  JERSEY  NATIONAL  BANK, 


Jersey  City,  N.J.,  and  One  Branch  of  First  National  State  Bank  of  South  Jersey,  Trenton,  N.J. 

Names  of  banks  and  type  of  transaction 

Total 
assets * 

Banking  offices 

In 

operation 

To  be 
operated 

One  Branch  of  First  National  State  Bank  of  South  Jersey,  Trenton,  N.J.  (1326),  with . 

was  purchased  April  27,  1981,  by  The  First  Jersey  National  Bank,  Jersey  City,  N.J.  (374),  which 

had . 

After  the  purchase  was  effected,  the  receiving  bank  had . 

$  706,098,000 

820,856,000 

1,008,287,000 

1 

28 

29 

COMPTROLLER’S  DECISION 

On  January  8,  1981,  application  was  made  to  the 
Comptroller  for  prior  written  consent  for  The  First  Jer¬ 
sey  National  Bank,  Jersey  City,  N.J.  (First  Jersey),  to 
purchase  the  assets  and  assume  the  liabilities  of  the 
Uptown  Branch  of  First  National  State  Bank  of  South 
Jersey,  Trenton,  N.J.  The  Uptown  Branch  is  at  Atlantic 
and  Virginia  avenues  in  Atlantic  City,  N.J.  On  May  8, 
1979,  the  Comptroller  approved  the  merger  of  First 
National  State  Bank  of  Central  Jersey  into  First  Na¬ 
tional  Bank  of  South  Jersey,  with  the  title  of  “First  Na¬ 
tional  State  Bank  of  South  Jersey”  (FNSB).  As  a  condi¬ 
tion  to  that  approval,  the  Comptroller  required  FNSB  to 
divest  seven  branch  offices  of  the  two  merging  banks. 
The  divestiture  and  acquisition  of  one  of  those 
branches  is  the  subject  of  this  application.  Consum¬ 
mation  of  this  proposed  transaction  would  satisfy,  in 
part,  the  amended  terms  of  the  1979  approval. 

On  September  30,  1980,  First  Jersey  held  total  de¬ 
posits  of  $654  million  and  ranked  as  the  13th  largest 
commercial  bank  in  New  Jersey.  On  the  same  date, 
the  Uptown  Branch  held  total  deposits  of  $11  million. 
The  relevant  geographic  market  of  this  proposal  is  At¬ 
lantic  City  There  are  presently  three  commercial 
banks  which  operate  10  offices  in  Atlantic  City,  with  to¬ 
tal  deposits  of  $344  million  as  of  June  30,  1979.  There 
are  also  two  savings  and  loan  associations  with  one  of¬ 
fice  each  in  the  relevant  market;  their  aggregate  de- 


*  Asset  figures  are  as  of  call  dates  immediately  before  and  after 
transaction 


posits  as  of  June  30,  1979,  were  $72  million.  FNSB  is 
the  second  largest  commercial  bank  in  the  relevant 
market  with  38  percent  of  respective  deposits;  the 
largest  holds  46  percent.  First  Jersey  currently  has  no 
offices  in  Atlantic  City,  and  its  closest  office  is  65  miles 
distant.  After  sale  of  the  Uptown  Branch,  FNSB  will 
maintain  its  current  position  in  the  Atlantic  City  market, 
with  First  Jersey  holding  3  percent  of  total  market  de¬ 
posits  and  becoming  the  smallest  of  the  four  commer¬ 
cial  banks  in  the  market.  Although  First  Jersey  could 
enter  Atlantic  City  de  novo,  there  is  no  reason  to  be¬ 
lieve  it  would  enter  there  absent  this  proposal.  Conse¬ 
quently,  consummation  of  the  proposal  would  itro- 
duce  an  additional  competitor  into  Atlantic  City. 

The  financial  and  managerial  resources  of  First 
Jersey  are  satisfactory  and  future  prospects  appear 
favorable. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  First 
Jersey’s  record  of  helping  to  meet  the  credit  needs  of 
its  community,  including  low  and  moderate  income 
neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  12  USC  1828(c),  for  the  proponents 
to  proceed  with  the  proposal. 

March  23,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  a  substantial  competitive 
impact. 

*  * 
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VIRGINIA  NATIONAL  BANK, 

Norfolk,  Va.,  and  The  First  National  Bank  of  Troutville,  Troutville,  Va. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In 

operation 

To  be 
operated 

The  First  National  Bank  of  Troutville,  Troutville,  Va.  (9764),  with.  .  .  . 
and  Virginia  National  Bank,  Norfolk,  Va.  (9885),  which  had .... 

merged  April  30,  1981,  under  the  charter  and  title  of  the  latter  (9885).  The  merged  bank  at  date  of 
merger  had . 

$  21,100,000 
2,614,497,000 

2,633,198,000 

2 

135 

137 

COMPTROLLER'S  DECISION 

The  First  National  Bank  of  Troutville,  Troutville,  Va.,  and 
Virginia  National  Bank,  Norfolk,  Va.,  are  majority- 
owned  and  controlled  by  Virginia  National  Bancshares, 
Inc.,  Norfolk,  a  registered  bank  holding  company.  This 
proposed  merger  is  a  corporate  reorganization  which 
would  have  no  effect  on  competition. 

A  review  of  the  financial  and  managerial  resources 
and  future  prospects  of  the  existing  and  proposed  in¬ 
stitutions  and  the  convenience  and  needs  of  the  com¬ 
munity  to  be  served  has  disclosed  no  reason  why  this 
application  should  not  be  approved. 

*  * 


The  record  of  this  application  and  other  information 
available  to  this  Office  as  a  result  of  its  regulatory  re¬ 
sponsibilities  revealed  no  evidence  that  the  banks' 
records  of  helping  to  meet  the  credit  needs  of  their  en¬ 
tire  communities,  including  low  and  moderate  income 
neighborhoods,  are  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  12  USC  1828(c),  for  the  applicants 
to  proceed  with  the  merger. 

March  27,  1981 . 

The  Attorney  General's  report  was  not  received. 

* 


THE  FIRST  NATIONAL  BANK  OF  HASTINGS, 

Hastings,  Minn.,  and  The  Faribault  National  Bank,  Faribault,  Minn. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

The  Faribault  National  Bank,  Faribault,  Minn.  (11575),  with . 

was  purchased  May  1,  1981,  by  The  First  National  Bank  of  Hastings,  Hastings,  Minn.  (496),  which 
had . 

After  the  purchase  was  effected,  the  receiving  association  had . 

$  2,800,000 

27,200,000 

30,000,000 

2  - 

2  - 

4 

COMPTROLLER'S  DECISION 

On  May  1,  1981,  The  First  National  Bank  of  Hastings, 
Hastings,  Minn.  (Hastings),  made  application  to  the 
Comptroller  to  purchase  the  assets  and  assume  the  li¬ 
abilities,  including  all  deposit  liabilities,  of  The  Faribault 
National  Bank,  Faribault,  Minn.  (Faribault).  The  appli¬ 
cation  is  based  on  an  agreement,  dated  May  1,  1981, 
between  Hastings  and  Faribault  and  is  incorporated 
herein  by  reference  the  same  as  if  fully  set  forth.  For 
the  reasons  set  forth  below,  the  application  is  ap¬ 
proved  and  Hastings  is  authorized  to  immediately  con¬ 
summate  the  purchase  and  assumption  transaction. 

Faribault  was  chartered  as  a  national  bank  by  the 
Comptroller  on  January  15,  1920,  under  the  name  of 
"The  Farmers  National  Bank  of  Kilkenny,"  Kilkenny, 
Minn.  After  changing  its  corporate  title  to  "The  First 
National  Bank  of  Kilkenny"  in  February  1920,  the  bank 
relocated  to  Faribault  and  adopted  its  current  corpo¬ 
rate  title  in  February  1971.  Faribault  reached  a  pro¬ 
blem  status  in  summer  1979.  In  July  1979,  the  bank 
was  sold  to  new  ownership  and  recapitalized.  During 
1979,  the  bank  suffered  a  $165,000  operating  loss. 


The  Comptroller  used  a  full  array  of  supervisory  per¬ 
suasion  and  enforcement  powers  to  effect  correction 
of  the  bank’s  deficiencies.  But  by  October  1980,  clas¬ 
sified  assets  in  the  bank  had  increased  to  277  percent 
of  the  bank’s  capital  funds.  Delinquent  loans  repre¬ 
sented  26  percent  of  total  outstanding  loans.  The  bank 
was  experiencing  a  daily  operating  loss.  Another  ex¬ 
amination  of  Faribault  began  on  April  1,  1981.  That  ex¬ 
amination  indicated  that  the  numerous  and  severe  pro¬ 
blems  persisted  and  that  unless  a  purchase  of  assets 
and  assumption  of  liabilities  of  the  bank  could  be  ne¬ 
gotiated,  the  bank  would  face  probable  failure  and  be 
rendered  insolvent.  During  the  week  of  April  27,  1981, 
Faribault  began  negotiations  with  Hastings,  leading  to 
the  purchase  and  assumption  agreement  finalized  to¬ 
day  Hastings,  a  national  bank  chartered  by  the  Comp¬ 
troller  in  1864,  is  adequately  capitalized  and  is  in  satis¬ 
factory  condition. 

Under  the  Bank  Merger  Act,  12  USC  1828(c),  the 
Comptroller  is  directed  to  consider  the  financial  and 
managerial  resources  and  future  prospects  of  the  ex¬ 
isting  and  proposed  institution,  the  convenience  and 
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needs  of  the  community  to  be  served  and  the  effect  of 
the  proposal  on  competition  When  necessary,  how¬ 
ever,  to  prevent  the  evils  attendant  upon  the  probable 
failure  of  a  bank,  the  Comptroller  can  dispense  with 
the  standards  applicable  to  usual  acquisition  transac¬ 
tions  and  need  not  consider  reports  on  the  competitive 
consequences  of  the  transaction  ordinarily  solicited 
from  the  Department  of  Justice  and  the  other  banking 
agencies.  The  Comptroller  is  authorized  in  such  cir¬ 
cumstances  to  immediately  approve  the  acquisition 
and  to  authorize  the  immediate  consummation  of  the 
transaction.  The  proposed  transaction  will  prevent  dis¬ 
ruption  of  banking  services  to  the  community.  Hastings 
has  the  financial  and  managerial  resources  to  absorb 
Faribault  and  enhance  the  banking  services  offered  in 
the  community.  The  Comptroller  finds  that  the  anticom¬ 
petitive  effects  of  the  proposed  transaction,  if  any,  are 
clearly  outweighed  by  the  public  interest  in  meeting 
the  convenience  and  needs  of  the  community  to  be 
served  and  in  preventing  the  probable  failure  of  Fari¬ 
bault. 

For  those  reasons,  Hastings'  application  to  purchase 
the  assets  and  assume  the  liabilities,  including  all  de¬ 
posit  liabilities,  of  Faribault,  as  set  forth  in  the  agree¬ 
ment  between  Hastings  and  Faribault,  is  approved. 
The  Comptroller  further  finds  that  an  emergency  exists 


and  to  avoid  the  probable  failure  of  Faribault,  he  is  re¬ 
quired  to  act  immediately,  as  contemplated  by  the 
Bank  Merger  Act,  to  prevent  disruption  of  banking 
services  to  the  community.  The  Comptroller  waives 
publication  of  notice,  dispenses  with  solicitation  of 
competitive  reports  from  other  agencies,  waives  the 
approval  of  Faribault’s  shareholders  (pursuant  to  12 
USC  181)  which  was  concurred  in  by  Faribault’s  prin¬ 
cipal  shareholder,  and  authorizes  the  transaction  to  be 
consummated  immediately. 

Notwithstanding  the  provisions  of  Minnesota  Stat¬ 
utes  Announcement,  Section  47.52,  and  pursuant  to 
12  USC  36  and  Minnesota  Statutes  Announcement, 
Section  49.34  (1981),  for  the  reasons  stated  above, 
Hastings  is  hereby  authorized  to  operate  Faribault's 
former  head  office  at  Faribo  West  Mall,  Faribault,  and 
Faribault’s  former  branch  at  Area  B7,  Faribo  West  Mall, 
Faribault,  as  branch  offices. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  12  USC  1828(c),  for  the  applicant  to 
proceed  with  the  proposed  transaction. 

May  1,  1981. 


Due  to  the  emergency  nature  of  the  situation,  no  Attor¬ 
ney  General’s  report  was  requested. 

*  * 


THE  FIRST  NATIONAL  BANK  OF  MARYLAND, 

Baltimore,  Md.,  and  Francis  Scott  Key  Bank  and  Trust  Company,  Frederick,  Md. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In 

operation 

To  be 
operated 

Francis  Scott  Key  Bank  and  Trust  Company,  Frederick,  Md.,  with . 

and  The  First  National  Bank  of  Maryland,  Baltimore,  Md.  (1413),  which  had . 

merged  May  1,  1981,  under  the  charter  and  title  of  the  latter  (1413).  The  merged  bank  at  date  of 
merger  had . 

$  13,550,000 

2,217,308,000 

2,228,010,000 

2 

123 

125 

COMPTROLLER’S  DECISION 

An  application  was  filed  on  December  17,  1980,  with 
the  OCC  pursuant  to  the  Bank  Merger  Act,  12  USC 
1828(c),  by  Francis  Scott  Key  Bank  and  Trust  Com¬ 
pany,  Frederick,  Md.  (Key  Bank)  for  approval  to  merge 
with  The  First  National  Bank  of  Maryland,  Baltimore, 
Md  (FNB)  under  the  charter  and  title  of  "The  First  Na¬ 
tional  Bank  of  Maryland.”  The  application  is  based  on 
a  written  agreement  executed  by  the  banks  on  Octo¬ 
ber  21,  1980 

Key  Bank,  the  bank  to  be  acquired,  was  organized 
in  1974  as  a  state  bank.  As  of  December  31,  1979, 
Key  Bank  held  $12  8  million  in  deposits.  It  operates  a 
main  office  and  one  branch  in  Frederick,  the  county 
seat  of  Frederick  County,  the  largest  county  in  Mary¬ 
land 

FNB  was  originally  chartered  in  1865  and  is  a  sub¬ 
sidiary  of  First  Maryland  Bancorp,  a  one-bank  holding 
company  in  Baltimore  FNB  is  the  third  largest  bank  in 
Maryland  with  $1  7  billion  in  deposits  as  of  Septem¬ 


ber  30,  1980.  FNB  has  122  offices  (including  seven 
approved,  but  unopened)  throughout  the  state.  How¬ 
ever,  in  Frederick  County,  FNB  operates  only  one 
drive-in  and  one  branch,  both  about  3  miles  south  of 
Key  Bank's  two  offices. 

Applicants  suggest  that  the  appropriate  market  for 
consideration  of  the  competitive  aspects  of  this  pro¬ 
posal  is  Frederick  County.  The  Federal  Reserve  Bank 
of  Richmond,  Va.,  suggests  a  somewhat  smaller  mar¬ 
ket  which  would  exclude  the  southeast  portion  of  that 
county.  Applicants  do  not  provide  detailed  ZIP  code 
data  for  their  deposit  customers,  but  they  do  provide 
concentration  figures  for  commercial  banks  in  Fred¬ 
erick  County  and  the  Frederick  area.  Those  ratios  indi¬ 
cate  that  in  any  relevant  market,  the  degree  of  compet¬ 
itive  overlap  is  too  small  to  violate  the  standards  found 
in  the  Bank  Merger  Act. 

As  of  June  30,  1979,  FNB  was  the  smallest  bank  in 
Frederick  and  its  county,  with  .67  and  .49  percent  of 
commercial  bank  deposits,  respectively.  On  the  same 
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date,  Key  Bank  was  the  fifth  largest  commercial  bank 
in  the  city  and  the  seventh  in  the  county,  with  3.49  per¬ 
cent  and  2.47  percent  of  commercial  bank  deposits, 
respectively.  The  merged  bank  would  retain  the  rank 
held  by  Key  Bank  prior  to  the  merger  in  the  city  and 
the  county.  Furthermore,  there  are  numerous  banking 
offices  between  the  closest  offices  of  FNB  and  Key 
Bank. 

We  find  the  financial  and  managerial  resources  of 
FNB  and  Key  Bank  to  be  satisfactory.  The  future  pros¬ 
pects  of  the  applicants,  independently  and  in  combi¬ 
nation,  are  favorable. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that 
FNB’s  record  of  helping  to  meet  the  credit  needs  of  its 

*  * 


entire  community,  including  low  and  moderate  income 
neighborhoods,  is  less  than  satisfactory. 

We  have  carefully  considered  the  application  pursu¬ 
ant  to  the  Bank  Merger  Act,  12  USC  1828(c),  and  the 
reports  received  by  this  Office,  the  Department  of 
Justice  and  the  Federal  Reserve  Bank  of  Richmond. 
We  conclude  that  the  proposed  merger  will  not  violate 
the  standards  found  in  the  Bank  Merger  Act.  Accord¬ 
ingly,  the  application  is  approved. 

March  23,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  an  adverse  effect  on  com¬ 
petition. 

* 


NATIONAL  COMMUNITY  BANK  OF  NEW  JERSEY, 


Rutherford,  N.J.,  and  One  Branch  of  First  National  State  Bank  of  South  Jersey,  Trenton,  N.J. 

Names  of  banks  and  type  of  transaction 

Total 

assets' 

Banking  offices 

In 

operation 

To  be 
operated 

One  Branch  of  First  National  State  Bank  of  South  Jersey,  Trenton,  N.J.  (13039),  with . 

was  purchased  May  15,  1981,  by  National  Community  Bank  of  New  Jersey,  Rutherford,  N.J.  (5005), 

which  had . 

After  the  purchase  was  effected,  the  receiving  bank  had . 

$  706,098.000 

1,056,103,000 

1,089,712.000 

1 

50 

51 

COMPTROLLER  S  DECISION 

On  January  21,  1981,  application  was  made  to  the 
Comptroller  for  prior  written  consent  for  National  Com¬ 
munity  Bank  of  New  Jersey,  Rutherford,  N.J.  (Commu¬ 
nity),  to  purchase  the  assets  and  assume  the  liabilities 
of  the  Downtown  Branch  of  First  National  State  Bank  of 
South  Jersey,  Trenton,  N.J.  The  Downtown  Branch  is  at 
the  intersection  of  Atlantic  and  Arkansas  avenues  in 
Atlantic  City.  On  May  9,  1979,  the  Comptroller  ap¬ 
proved  the  merger  of  First  National  State  Bank  of  Cen¬ 
tral  Jersey  with  First  National  Bank  of  South  Jersey, 
with  the  title  of  "First  National  State  Bank  of  South  Jer¬ 
sey"  (FNSB).  As  a  condition  to  that  approval,  the 
Comptroller  required  FNSB  to  divest  four  branch  of¬ 
fices.  The  divestiture  and  acquisition  of  one  of  those 
branches  is  the  subject  of  this  application.  Consum¬ 
mation  of  this  proposed  transaction  would  satisfy,  in 
part,  the  amended  terms  of  the  1979  approval. 

On  September  30,  1980,  Community  held  total  de¬ 
posits  of  $921  million  and  was  the  seventh  largest 
commercial  bank  in  New  Jersey.  On  the  same  date, 
the  Downtown  Branch  held  total  deposits  of  $26  mil¬ 
lion.  The  relevant  geographic  market  of  this  proposal  is 
Atlantic  City.  There  are  presently  three  commercial 
banks  which  operate  10  offices  in  Atlantic  City,  with  to¬ 
tal  deposits  of  $344  million  as  of  June  30,  1979  How¬ 


*  Asset  figures  are  for  the  entire  bank  as  of  call  dates  immediately 
before  and  after  transaction 


ever,  on  March  23,  1981,  the  Comptroller  approved 
the  divestiture  of  the  Uptown  Branch  of  FNSB  and  its 
acquisition  by  The  First  Jersey  National  Bank.  The  First 
Jersey  National  Bank  was  not  previously  represented 
in  the  Atlantic  City  market  and,  therefore,  consumma¬ 
tion  of  that  transaction  will  increase  the  number  of 
commercial  banks  in  the  relevant  market  to  four.  In  ad¬ 
dition,  there  are  two  savings  and  loan  associations 
with  one  office  each  in  the  relevant  market;  their  ag¬ 
gregate  deposits  as  of  June  30,  1979,  were  $72  mil¬ 
lion.  FNSB  is  the  second  largest  commercial  bank  in 
the  relevant  market  with  38  percent  of  respective  de¬ 
posits;  the  largest  commercial  bank  in  the  market 
holds  46  percent.  Community  currently  has  no  offices 
in  Atlantic  City,  and  its  closest  office  is  more  than  100 
miles  distant.  After  the  sale  of  the  Downtown  Branch, 
FNSB  will  maintain  its  current  position  in  the  Atlantic 
City  market,  with  Community,  holding  6  percent  of  total 
market  deposits,  becoming  the  second  smallest  of  the 
five  commercial  banks  in  the  market.  Although  Com¬ 
munity  could  enter  Atlantic  City  de  novo,  this  proposal 
is  a  more  efficient  means  of  establishing  Community 
as  an  additional  and  viable  competitor  and,  therefore, 
the  proposal  has  a  procompetitive  effect 

The  financial  and  managerial  resources  of  Commu¬ 
nity  are  satisfactory  and  future  prospects  appear  fa¬ 
vorable. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  Com- 
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mumty's  record  of  helping  to  meet  the  credit  needs  of 
its  community,  including  low  and  moderate  income 
neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  12  USC  1828(c),  for  the  proponents 
to  proceed  with  the  proposal. 

April  7,  1981. 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  the  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  significant  adverse  com¬ 
petitive  effects. 


THE  SECOND  NATIONAL  BANK  OF  BUCYRUS, 

Bucyrus,  Ohio,  and  Community  National  Bank,  Mount  Gilead,  Ohio 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

Community  National  Bank,  Mount  Gilead,  Ohio  (14323),  with . 

and  The  Second  National  Bank  of  Bucyrus,  Bucyrus,  Ohio  (3274),  which  had . 

merged  May  18,  1981  under  charter  of  the  latter  bank  (3274)  and  with  the  title  "Society  National 

Bank  of  Mid-Ohio."  The  merged  bank  at  date  of  merger  had . 

$15,900,000 

49,036,000 

64,811,000 

2  - 

3  - 

5 

COMPTROLLER'S  DECISION 

On  October  27,  1980,  an  application  to  merge  Com¬ 
munity  National  Bank,  Mt.  Gilead,  Ohio  (Community 
Bank),  into  The  Second  National  Bank  of  Bucyrus, 
Bucyrus,  Ohio  (Second  Bank),  under  the  charter  and 
title  of  the  latter,  was  filed  with  the  OCC  pursuant  to  the 
Bank  Merger  Act,  12  USC  1828(c).*  The  application  is 
based  on  an  agreement  executed  by  Community  Bank 
and  Second  Bank  dated  July  10,  1980. 

Community  Bank,  the  bank  to  be  acquired,  was  or¬ 
ganized  as  a  national  banking  institution  in  1935,  and 
as  of  June  30,  1980,  had  total  deposits  of  $13.5  mil¬ 
lion.  Its  main  office  and  only  branch  are  in  Mt.  Gilead 
in  Morrow  County,  one  of  Ohio's  most  rural  counties, 
which  is  in  north-central  Ohio  about  120  miles  south¬ 
east  of  Cleveland  and  60  miles  north  of  Columbus. 
There  is  only  one  other  bank,  Peoples  Bank,  presently 
in  Morrow  County. 

Second  Bank,  the  acquiring  bank,  was  chartered  in 
1884,  and  as  of  June  30,  1980,  had  total  deposits  of 
$35  million.  Second  Bank  operates  three  offices  and  is 
located  in  Bucyrus,  which  is  in  Crawford  County.  Mor¬ 
row  and  Crawford  counties  are  contiguous  with  Mor¬ 
row  to  the  south.  Mt.  Gilead  is  20  miles  south  of 
Bucyrus,  and  the  closest  offices  of  Community  Bank 
and  Second  Bank  are  over  20  miles  apart. 

In  April  1980,  Second  Bank  was  acquired  by  Soci¬ 
ety  Corporation  (Society),  the  fourth  largest  bank  hold¬ 
ing  company  in  Ohio  and  the  66th  largest  in  the  United 
States  as  of  year-end  1979,  when  its  consolidated  as¬ 
sets  were  in  excess  of  $3  billion.  Second  Bank  be¬ 
came  the  13th  commercial  bank  subsidiary  in  the  Soci¬ 
ety  group,  led  by  Cleveland's  Society  National  Bank, 


*  By  letter  dated  March  2,  1981,  this  Office  was  notified  that  the  ap¬ 
plicants  wished  to  have  the  name  of  the  surviving  bank  become  "So¬ 
ciety  National  Bank  of  Mid-Ohio  " 


the  6th  largest  bank  in  Ohio  and  115th  largest  bank  in 
the  United  States  in  terms  of  deposits  on  December 
31,  1979. 

The  proposed  merger  involves  banks  between 
which  there  is  little,  if  any,  direct  competition. f  The  re¬ 
spective  markets  from  which  each  draws  almost  all  its 
deposits  are  separated  significantly  by  distance  and 
by  a  third  intervening  market.  Community  Bank  draws 
98  percent  of  its  deposits  from  Morrow  County,  and 
Second  Bank  draws  over  97  percent  of  its  accounts 
from  Crawford  County.  As  a  result,  the  proposed  mer¬ 
ger  would  neither  increase  the  concentration  of  de¬ 
posits  nor  reduce  the  number  of  organizations  in  Mt. 
Gilead  and  surrounding  Morrow  County. 

Moreover,  the  introduction  of  Society,  a  strong, 
statewide  banking  organization,  into  that  market  will 
likely  be  procompetitive.  Not  only  would  the  merger 
guarantee  management  depth  and  continuity  to  an  or¬ 
ganization  whose  management  has  changed  hands  in 
the  recent  past,  but  it  would  bring  to  that  typical  rural 
two-bank  market  many  additional  services. 

Examples  of  the  services  that  would  become  availa¬ 
ble  are  Society's  corporate-wide  NOW  account  pack¬ 
age,  personal  and  corporate  services,  sophisticated 
cash-management  techniques  and  alternative  mort¬ 
gage  instruments,  including  low  down  payment  loans. 


t  As  required  by  the  Bank  Merger  Act,  the  Comptroller  has  received 
reports  on  the  competitive  factors  involved  in  the  proposed  transac¬ 
tion  from  the  Federal  Reserve  Bank  of  Cleveland  on  behalf  of  the 
Federal  Reserve  Board  (FRB),  from  the  Attorney  General  of  the 
United  States  and  from  the  Federal  Deposit  Insurance  Corporation 
(FDIC) 

The  report  from  the  FRB  concludes  "Bank  and  Applicant  are  lo¬ 
cated  in  separate  markets  and  do  not  presently  compete  to  any 
meaningful  degree  "  The  report  from  the  Attorney  General  con¬ 
cludes:  "We  have  reviewed  this  proposed  transaction  and  conclude 
that  it  would  not  have  an  adverse  effect  upon  competition  "  The  re¬ 
port  from  the  FDIC  finds  that  the  "  proposed  merger  would  have 
no  significant  effect  on  competition  in  any  relevant  area  " 
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Currently,  residential  mortgages  with  less  than  20  per¬ 
cent  down  payments  are  not  available  in  the  market. 
The  addition  of  an  aggressive  statewide  organization 
would  also  likely  stimulate  Peoples  Bank  to  reassess 
its  competitive  posture  and  its  own  banking  services. 
Evidence  indicates  that  Morrow  County  needs  more 
competition.  For  example,  on  December  31,  1979, 
Peoples  Bank  had  a  very  low  35  percent  loan-to- 
deposit  ratio.  On  the  same  date,  Second  Bank's  loan- 
to-deposit  ratio  was  almost  twice  as  great  as  Peoples 
Bank’s.  Moreover,  Second  Bank’s  1979  loan  growth 
rate  of  22  percent  gives  reason  to  expect  similar  signs 
of  vigorous  competition  upon  consummation  of  the 
proposed  transaction.  The  introduction  of  outside  com¬ 
petitive  forces  into  a  rural  two-bank  market  should  in¬ 
crease  the  level  of  banking  services  to  the  surrounding 
community.  Consequently,  this  Office  finds  that  the 
proposed  merger  does  not  violate  the  standards  found 
in  the  Bank  Merger  Act,  12  USC  1828(c). 

We  have  undertaken  such  consideration  and  find 
the  financial  and  managerial  resources  of  Community 
Bank  and  Second  Bank  to  be  satisfactory.  Future  pros¬ 
pects  of  the  proponent  banks,  independently  and  in 
combination,  are  considered  favorable.  Facts  present 
in  the  application  and  discussed  above  are  positive  in 
serving  the  community’s  convenience  and  needs,  and 
we  are  unaware  of  any  negative  factors  relating  to  this 
issue. 

A  review  of  the  record  of  this  application  and  other 


information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
banks’  records  of  helping  to  meet  the  credit  needs  of 
their  entire  communities,  including  low  and  moderate 
income  neighborhoods,  are  less  than  satisfactory. 

We  have  carefully  considered  the  application  pursu¬ 
ant  to  the  Bank  Merger  Act,  12  USC  1828(c),  and  the 
reports  received  by  this  Office  from  the  Department  of 
Justice,  Federal  Deposit  Insurance  Corporation  and 
the  Federal  Reserve  Bank  of  Cleveland  on  behalf  of 
the  Federal  Reserve  Board.  We  conclude  that  the  pro¬ 
posed  merger  will  be  in  the  public  interest  and  will, 
therefore,  otherwise  satisfy  the  requirements  of  the 
Bank  Merger  Act.  Accordingly,  the  application  of  Com¬ 
munity  National  Bank  to  merge  with  Second  National 
Bank  of  Bucyrus  under  the  charter  of  Second  National 
Bank  of  Bucyrus  with  the  title  "Society  National  Bank  of 
Mid-Ohio"  is  approved.  Flowever,  consummation  of 
this  merger  is  expressly  conditioned  on  the  filing  and 
approval  of  an  application  to  change  the  name  "Sec¬ 
ond  National  Bank  of  Bucyrus"  to  the  "Society  National 
Bank  of  Mid-Ohio." 

April  16,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  an  adverse  effect  upon 
competition. 


CAPITAL  BANK,  NATIONAL  ASSOCIATION, 

Houston,  Tex.,  and  Main  Bank  of  Houston,  Houston,  Tex. 


Names  of  banks  and  type  of  transaction 

Total 

Banking  offices 

In 

To  be 

assets 

operation 

operated 

Main  Bank  of  Houston,  Houston,  Tex.,  with . 

$  46,783,000 

1 

and  Capital  Bank,  National  Association,  Houston,  Tex.  (15528),  which  had . 

725,907,000 

1 

merged  May  26,  1981,  under  charter  and  title  of  the  latter  bank  (15528).  The  merged  bank  at  date 
of  merger  had . 

771,473,000 

1 

COMPTROLLER’S  DECISION 

On  January  13,  1981,  application  was  made  to  the 
Comptroller  for  prior  written  approval  for  Main  Bank  of 
Houston,  Houston,  Tex.  (Main  Bank),  to  merge  into 
Capital  Bank,  National  Association,  Houston,  Tex. 
(Capital),  under  Capital's  charter  and  title.  The  result¬ 
ing  bank  will  operate  at  the  present  site  of  Capital.  The 
application  is  based  on  an  agreement  signed  by  the 
proponents  on  November  20,  1980.  As  of  Septem¬ 
ber  30,  1980,  Capital,  a  subsidiary  of  Mercantile  Texas 
Corporation,  Dallas  (Mercantile),  a  bank  holding  com¬ 
pany  which  is  the  fifth  largest  banking  organization  in 
the  state,  had  total  deposits  of  $552.3  million  and  op¬ 
erated  a  single  office  in  downtown  Houston.  As  of  the 
same  date,  Main  Bank,  an  independent  bank  con¬ 
trolled  by  the  Mahfouz  family,  had  total  deposits  of 


$54.7  million  and  operated  a  single  office,  also  in 
downtown  Houston. 

As  of  December  31 ,  1979,  there  were  approximately 
200  commercial  banks  holding  in  excess  of  $20  billion 
in  deposits  within  the  vicinity  of  Houston.  Capital 
ranked  seventh,  and  Main  Bank  ranked  53rd  among 
those  banks.  The  resulting  bank,  with  approximately 

2.6  percent  of  total  Houston  commercial  bank  de¬ 
posits,  would  still  rank  as  the  seventh  largest  commer¬ 
cial  bank  in  Houston  and  would  be  significantly  smaller 
than  its  larger  competitors.  Another  subsidiary  of  Mer¬ 
cantile,  the  West  Loop  National  Bank,  ranked  among 
the  smallest  banks  in  Houston,  with  only  14  percent  of 
market  deposits.  Should  this  proposal  be  consum¬ 
mated,  the  Mercantile  organization  would  control  only 

2.7  percent  of  total  Houston  commercial  bank  deposits 
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and  would  continue  to  rank  as  the  seventh  largest 
banking  organization  in  Houston.  The  six  largest  bank¬ 
ing  organizations  in  Houston  control  in  excess  of  65 
percent  of  commercial  bank  deposits. 

Specific  service  area  definitions  and  market  overlap 
data  for  the  individual  proponents  are  not  presented  in 
the  application.  However,  as  the  proponents  are  in 
close  proximity  to  one  another,  it  can  be  assumed  that 
they  are.  to  some  degree,  competitors.  However,  the 
substantial  difference  in  size  of  the  two  proponents 
and  their  relatively  different  marketing  orientation  miti¬ 
gate  whatever  commonality  of  customers  may  cur¬ 
rently  exist.  In  addition,  the  availability  of  numerous 
other  sources  of  financial  services  within  Houston 
moderates  any  negative  effects  of  eliminating  one 
competitive  alternative.  Overall,  while  this  Office  does 
not  necessarily  agree  with  the  proponents’  contention 
that  the  relevant  geographic  market  for  this  proposal  is 
the  entire  Houston  standard  metropolitan  statistical 
area,  it  is  apparent  that  the  size  of  the  area  financial 
market  and  the  number  of  participants  within  that  mar¬ 
ket  mitigates  any  effect  on  competition  that  the  con¬ 
summation  of  the  proposal  might  have. 

The  financial  and  managerial  resources  of  both 


banks  are  considered  satisfactory.  After  the  consum¬ 
mation  of  the  proposed  merger,  the  resulting  bank  will 
be  able  to  draw  on  the  financial  and  managerial  re¬ 
sources  of  its  parent,  Mercantile  Texas  Corporation. 
Consequently,  the  future  prospects  of  the  resulting 
bank  appear  favorable,  as  does  its  ability  to  effectively 
enhance  its  competitiveness  within  the  market. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities,  revealed  no  evidence  that  the 
applicants’  records  of  helping  to  meet  the  credit  needs 
of  their  communities,  including  low  and  moderate  in¬ 
come  neighborhoods,  are  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  12  USC  1828(c),  for  the  applicants 
to  proceed  with  the  proposed  merger. 

April  24,  1981. 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  the  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  an  adverse  effect  upon 
competition. 


FIRST  NATIONAL  BANK  OF  SOUTH  CAROLINA, 

Columbia,  S.C.,  and  First  Carolina  National  Bank,  Hartsville,  S.C. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In 

operation 

To  be 
operated 

First  Carolina  National  Bank,  Hartsville,  S.C.  (15875),  with . 

and  First  National  Bank  of  South  Carolina,  Columbia,  S.C.  (13720),  which  had . 

merged  May  29,  1981,  under  charter  and  title  of  the  latter  bank.  The  merged  bank  at  date  of  merger 
had . 

$  50,405,000 
896,709,000 

936,957,000 

6 

73 

79 

COMPTROLLER’S  DECISION 

After  due  consideration  of  all  of  the  factors,  the  Comp¬ 
troller  of  the  Currency  approved  this  transaction.  A  for¬ 
mal  decision  enumerating  the  factors  considered  will 
be  available  at  a  later  date. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

Applicant  and  Bank  are  direct  competitors  in 
Darlington  and  Florence  counties,  an  area  which  sup¬ 
ports  manufacturing,  distribution  and  transportation 
companies,  and  agriculture.  Both  counties  are  located 
in  the  northeastern  portion  of  the  state.  Interstate  95 
runs  through  Florence  County,  and  Interstate  20  (the 
major  route  to  the  center  of  the  state  and  Columbia) 
extends  from  Florence  County,  through  Darlington 
County,  and  westward 

Florence  is  in  the  center  of  this  two-county  area.  Lo¬ 
cated  on  the  main  line  of  the  Atlantic  Coastline  Rail¬ 
road  and  on  the  interstate  highway,  it  is  the  cultural 
and  business  center  for  the  area.  According  to  the  ap¬ 
plication,  Florence's  favorable  geographic  location  is 


expected  to  insure  its  steady  economic  and  population 
growth. 

Applicant  has  two  offices,  and  Bank  has  one  office 
in  Florence.  In  addition,  Applicant  and  Bank  both  have 
offices  in  Darlington  County;  Bank  has  two  offices  in 
Hartsville,  approximately  15  miles  away  from  Appli¬ 
cant’s  office  in  Darlington.  There  are  no  bank  offices  in 
the  area  between  Hartsville  and  Darlington  although 
there  are  offices  of  other  banks  in  each  town.  It  there¬ 
fore  appears  that  the  proposed  merger  would  elimi¬ 
nate  a  significant  amount  of  existing  competition  be¬ 
tween  Applicant  and  Bank. 

The  area  within  which  it  appears  appropriate  to  as¬ 
sess  the  competitive  effects  of  the  proposed  merger  is 
best  approximated  by  Darlington  and  Florence  coun¬ 
ties.  In  that  two-county  area,  13  banks  operate  a  total 
of  47  offices  which  held  total  deposits  of  $321  million 
as  of  June  30,  1979.  The  three  largest  banks  held  45.5 
percent  of  those  deposits.  Applicant  held  $46  million  in 
its  five  offices,  14.2  percent  of  local  deposits  (second 
largest  share),  and  Bank  held  $20  million  in  its  three 
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offices,  6.3  percent  of  local  deposits  (seventh  largest 
share).  If  the  merger  is  consummated  the  resulting  in¬ 
stitution  will  be  the  largest  in  the  two-county  area  in 
terms  of  local  deposits,  with  a  20.5  percent  share,  and 
concentration  among  the  three  largest  banks  in  the 
area  will  increase  from  45.5  to  51.8  percent. 

The  application  suggests  that  it  may  be  appropriate 
to  assess  the  competitive  effects  of  the  proposed  mer¬ 
ger  in  the  three-county  area  of  Florence,  Darlington 
and  Chesterfield  counties.  In  this  area,  15  banks  oper¬ 


*  * 


ate  a  total  of  58  offices  which  held  total  deposits  of 
$394  million  as  of  June  30,  1979  Applicant  held  $46 
million  in  its  five  offices,  11.6  percent  of  local  deposits 
(third  largest  share),  and  Bank  held  $38  million  in  its 
six  offices,  9.5  percent  of  local  deposits  (fifth  largest 
share).  If  the  merger  is  consummated,  the  resulting  in¬ 
stitution  will  be  the  largest  in  the  three-county  area  in 
terms  of  local  deposits,  with  a  21.1  percent  share,  and 
concentration  among  the  three  largest  banks  in  the 
area  will  increase  from  41.1  to  50.6  percent. 


* 


SANTA  CLARITA  NATIONAL  BANK, 

Newhall,  Calif.,  and  Cabrillo  State  Bank,  San  Fernando,  Calif. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

Cabrillo  State  Bank,  San  Fernando,  Calif.,  with . 

and  Santa  Clarita  National  Bank,  Newhall,  Calif.  (15547),  which  had . 

merged  May  29,  1981,  under  the  charter  and  title  "Santa  Clarita  National  Bank.”  The  merged  bank 
at  date  of  merger  had . 

$  13,862,000 
103,954,000 

117,816,000 

1  - 

9  - 

10 

COMPTROLLER'S  DECISION 

On  March  31,  1980,  Santa  Clarita  National  Bank, 
Newhall,  Calif.  (Santa  Clarita),  applied  to  the  Comptrol¬ 
ler  for  permission  to  merge  with  Cabrillo  State  Bank, 
San  Fernando,  Calif.  (Cabrillo).  Incidental  to  the  mer¬ 
ger  proposal  is  the  redesignation  of  the  head  office  of 
Santa  Clarita  from  its  current  site  in  Newhall  to  the 
present  site  of  Santa  Clarita’s  branch  in  Valencia.  This 
application  is  based  on  an  agreement  between  Santa 
Clarita  and  Cabrillo  dated  January  14,  1981.  Because 
of  the  deteriorating  financial  condition  of  Cabrillo,  the 
Superintendent  of  Banks  of  the  State  of  California  re¬ 
quested  on  March  23,  1981,  that  the  Comptroller  de¬ 
clare  an  emergency  pursuant  to  12  USC  1828(c)(6) 
and  process  the  application  expeditiously  to  prevent 
the  failure  of  Cabrillo.  Upon  receipt  of  the  application 
on  March  31,  1981,  such  an  emergency  was  declared. 

As  of  December  31,  1980,  Santa  Clarita  had  total 
deposits  of  $89.9  million  and  operated  through  its 
main  office  and  eight  branches,  located  in  Newhall, 
Sepulveda,  Northbridge,  Sylmar,  North  Hollywood  and 
Valencia.  As  of  the  same  date,  Cabrillo  had  total  de¬ 
posits  of  $13.4  million  and  operated  through  a  single 
office  in  San  Fernando.  As  of  December  31,  1979,  Ca¬ 
brillo  ranked  third  of  the  five  banks  in  San  Fernando, 
holding  13.6  percent  of  commercial  bank  deposits. 
San  Fernando  is  dominated  by  three  offices  of  two 
statewide  banks,  which  hold  approximately  76  percent 
of  the  total  deposits  within  the  city.  Although  specific 
data  on  possible  competitive  overlap  between  the  pro¬ 
ponents  is  not  provided,  the  applicants  assert  that 
Santa  Clarita  does  not  compete  with  Cabrillo  The  clos¬ 
est  office  of  Santa  Clarita  is  in  Sylmar,  approximately  3 


miles  north  of  Cabrillo.  While  there  may  be  some  slight 
degree  of  competition  existing  between  the  propo¬ 
nents,  the  loss  of  a  single  small  competitor  in  an  area 
where  numerous  alternative  sources  for  banking  serv¬ 
ices  exist  would  be  insignificant.  In  fact,  we  believe 
that  competition  in  San  Fernando  will  be  enhanced 
through  the  replacement  of  a  financially  strained  bank 
which  is  not  able  to  compete  effectively  with  a  strong, 
effective  competitor. 

The  financial  and  managerial  resources  of  Santa 
Clarita  are  favorable.  The  financial  condition  of  Cabrillo 
is  precarious,  and  its  senior  management  has  re¬ 
signed.  Because  of  the  favorable  condition  of  Santa 
Clarita,  the  future  prospects  of  the  resulting  bank  are 
satisfactory  because  it  will  draw  on  the  already  exist¬ 
ing  financial  and  managerial  strengths  of  Santa  Clarita. 
As  a  result,  it  will  more  effectively  serve  the  conven¬ 
ience  and  needs  of  its  community. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicants’  records  of  helping  to  meet  the  credit  needs 
of  their  entire  communities,  including  low  and  moder¬ 
ate  income  neighborhoods,  are  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicants  to  proceed 
with  the  proposed  merger.  The  decision  also  autho¬ 
rizes  the  relocation  of  Santa  Clarita's  head  office  from 
23620  Lyons  Ave.,  Newhall,  to  23929  West  Valencia 
Blvd.,  Valencia,  and  the  operation  of  Santa  Clarita’s 
former  head  office  and  the  existing  office  of  Cabrillo  as 
branches  of  the  resulting  bank.  Because  of  the  decla¬ 
ration  of  an  emergency  under  the  Comptroller's  author- 
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ity  under  12  USC  1828(c)(6),  the  proposed  merger 
may  be  consummated  anytime  after  five  calendar  days 
from  the  date  of  this  decision. 

May  8,  1981 . 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  a  substantial  competitive 
effect. 


COMMONWEALTH  BANK  AND  TRUST  COMPANY, 

Muncy,  Pa.,  and  Fidelity  National  Bank  of  Pa.,  Williamsport,  Pa. 


Names  of  banks  and  type  of  transaction 

Total 

assets' 

Banking  offices 

In 

operation 

To  be 
operated 

Commonwealth  Bank  and  Trust  Company,  Muncy,  with . 

and  Fidelity  National  Bank  of  Pa.,  Williamsport,  Pa.  (175),  which  had . 

consolidated  June  1,  1981,  under  the  charter  of  the  latter  bank  (175).  The  consolidated  bank  at  date 
of  consolidation  had . 

$231,060,000 

163,367 

420,496,000 

18 

10 

28 

COMPTROLLER'S  DECISION 

After  due  consideration  of  all  of  the  factors,  the  Comp¬ 
troller  of  the  Currency  approved  this  transaction.  A  for¬ 
mal  decision  enumerating  the  factors  considered  will 
be  available  at  a  later  date. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

Lycoming  County  (1970  population  113,000)  is  located 
in  central  Pennsylvania.  It  is  in  the  Williamsport,  Pa., 
standard  metropolitan  statistical  area  and  is  consid¬ 
ered  by  the  Federal  Reserve  Bank  in  Philadelphia  to 
be  a  banking  market,  with  the  inclusion  of  the  extreme 
northern  portions  of  Union,  Northumberland  and  Mon¬ 
tour  counties.  The  northern  half  of  Lycoming  County  is 
a  mountainous,  rural  area  with  little  population.  The  in¬ 
dustrial  southern  half  stretches  along  the  Susque¬ 
hanna  River  from  Jersey  Shore  to  Muncy,  with 
Williamsport  in  the  center.  Muncy  is  about  15  miles 
east  of  Williamsport. 

In  Lycoming  County,  all  of  Applicant’s  offices  are 
within  15  miles  of  an  office  of  Bank.  While  Applicant’s 
main  office  in  Williamsport  and  Bank's  main  office  in 
Muncy  are  approximately  15  miles  apart,  Bank’s  two 
branches  in  Williamsport  are  located  about  one-eighth 
of  a  mile  and  5  miles  from  two  of  Applicant’s  five  of¬ 
fices  in  that  city  In  addition,  Applicant’s  office  in  Pic¬ 
ture  Rocks  is  3  miles  from  Bank’s  office  in  Hughesville 
and  8  miles  from  Bank's  main  office  in  Muncy.  Finally, 
Bank's  branch  in  Jersey  Shore  is  13  miles  from  one  of 
Applicant’s  offices  in  Williamsport.  According  to  the 
Application,  both  parties  draw  deposits  from  the 
other's  service  area.  It,  therefore,  appears  that  the  pro- 


*  Asset  figures  are  as  of  call  dates  immediately  before  and  after 
transaction 


posed  merger  would  eliminate  existing  competition  be¬ 
tween  Applicant  and  Bank. 

Commercial  banking  in  Lycoming  County  is  concen¬ 
trated.  Of  the  nine  banks  operating  offices  there,  the 
four  largest  banking  organizations,  in  terms  of  deposits 
held  in  county  bank  offices,  held  72.4  percent  of  those 
deposits.  In  terms  of  local  deposits,  Applicant  is  the 
fourth  largest,  and  Bank  is  the  fifth  largest  banking  or¬ 
ganization  in  the  county.  Each  controls  approximately 
10.8  percent  of  those  deposits.  If  the  proposed  merger 
is  consummated,  the  resulting  bank  would  become  the 
second  largest  in  the  county  with  21.6  percent  of  local 
deposits,  and  concentration  among  the  four  largest 
banks  in  the  county  would  increase  from  72.4  to  83.2 
percent. 

As  part  of  the  proposed  merger,  the  parties  have  of¬ 
fered  to  sell  Bank's  downtown  Williamsport  office  and 
Applicant’s  Picture  Rocks  office  to  other  banks  not 
now  present  in  those  cities.  But  that  will  not  eliminate 
the  proposed  merger’s  anticompetitive  effects.  Ac¬ 
cording  to  the  application,  Bank’s  downtown  Williams¬ 
port  office  has  only  temporary  authority  to  operate  from 
the  Pennsylvania  Department  of  Banking,  and  its  au¬ 
thority  must  be  renewed  every  6  months  by  the  De¬ 
partment  of  Banking.  Applicant’s  Picture  Rocks  office 
is  described  as  of  questionable  viability,  has  never  op¬ 
erated  at  a  profit  and  has  shown  little  or  no  growth.  If 
those  offices  could  be  sold,  the  reduction  in  the  pro¬ 
posed  merger’s  anticompetitive  effects  would  be  min¬ 
iscule.  Even  if  all  the  deposits  in  those  offices  are 
transferred  to  and  retained  by  the  purchasing  banks 
($10  million),  the  proposed  merger  would  produce  a 
bank  which  controls  19.6  percent  of  county  deposits 
(third  largest  share),  and  concentration  among  the  four 
largest  banks  in  the  county  would  increase  from  72.4 
to  81 .2  percent. 

We  conclude  that  the  proposed  merger  would  have 
a  significantly  adverse  effect  on  competition. 
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ELLIS  FIRST  NATIONAL  BANK  OF  NEW  PORT  RICHEY, 

New  Port  Richey,  Fla.,  and  Ellis  First  National  Bank  of  Hudson,  Hudson,  Fla. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In 

operation 

To  be 
operated 

Ellis  First  National  Bank  of  Hudson,  Hudson,  Fla.  (16119),  with . 

$  14.558,000 

1 

and  Ellis  First  National  Bank  of  New  Port  Richey,  New  Port  Richey,  Fla.  (15043),  which  had . 

115,256,000 

7 

merged  June  1,  1981,  under  charter  and  title  of  the  latter  bank  (15043).  The  merged  bank  at  date  of 
merger  had . 

129,814,000 

8 

COMPTROLLER’S  DECISION 

Ellis  First  National  Bank  of  Hudson,  Hudson,  Fla.,  and 
Ellis  First  National  Bank  of  New  Port  Richey,  New  Port 
Richey,  Fla.,  are  majority-owned  and  controlled  by  Ellis 
Banking  Corporation,  a  registered  bank  holding  com¬ 
pany.  This  proposed  merger  is  a  corporate  reorganiza¬ 
tion  which  would  have  no  effect  on  competition. 

A  review  of  the  financial  and  managerial  resources, 
future  prospects  of  the  existing  and  proposed  institu¬ 
tions  and  the  convenience  and  needs  of  the  commu¬ 
nity  to  be  served  disclosed  no  reason  why  this  appli¬ 
cation  should  not  be  approved. 

The  record  of  this  application  and  other  information 
available  to  this  Office  as  a  result  of  its  regulatory  re¬ 


sponsibilities  revealed  no  evidence  that  the  banks' 
records  of  helping  to  meet  the  credit  needs  of  their 
communities,  including  low  and  moderate  income 
neighborhoods,  are  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  12  USC  1828(c),  for  the  applicants 
to  proceed  with  the  merger. 

March  23,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  merging  banks  are  both  wholly  owned  subsidi¬ 
aries  of  the  same  bank  holding  company.  As  such, 
their  proposed  merger  is  essentially  a  corporate  reor¬ 
ganization  and  would  have  no  effect  on  competition. 


THE  FIRST  NATIONAL  BANK  OF  MARYLAND, 

Baltimore,  Md.,  and  The  Cecil  National  Bank  at  Port  Deposit,  Port  Deposit,  Md. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

The  Cecil  National  Bank  at  Port  Deposit,  Port  Deposit,  Md.  (13840),  with . 

and  The  First  National  Bank  of  Maryland,  Baltimore,  Md.  (1413),  which  had . 

merged  June  1,  1981,  under  the  charter  and  title  of  the  latter  bank  (1413).  The  merged  bank  at  date 
of  merger  had . 

$  8,562,000 

2,365,320,000 

2,373,289,000 

3  - 

95 

98 

COMPTROLLER’S  DECISION 

On  January  8,  1981 ,  an  application  to  merge  The  Cecil 
National  Bank  at  Port  Deposit  (Cecil  Bank),  Port  De¬ 
posit,  Md.,  into  The  First  National  Bank  of  Maryland 
(FNB),  Baltimore,  Md.,  under  the  charter  and  title  of 
FNB  was  filed  with  this  Office.  The  application  is  based 
on  an  agreement  executed  by  Cecil  Bank  and  FNB  on 
October  21 ,  1980. 

As  of  September  30,  1980,  FNB  held  $1.7  billion  in 
deposits  and  operated  111  offices  in  13  Maryland 
counties,  primarily  in  the  area  immediately  surrounding 
Baltimore  where  it  is  headquartered.  Cecil  Bank  held 
$7.4  million  in  deposits  as  of  September  30,  1980,  and 
operated  its  main  office  and  one  branch  in  Cecil 
County  at  Port  Deposit  and  Rising  Sun,  respectively. 
ZIP  code  data  submitted  by  applicants  indicate  that  89 
percent  of  Cecil  Bank's  demand  deposits  originate 
from  within  Cecil  County  and  that  69  percent  of  its  de¬ 
posits  are  confined  to  the  western  portion  of  the 
county. 


Cecil  Bank’s  ZIP  code  data  would  suggest  a  county¬ 
wide  market,  or  perhaps  a  market  confined  to  the 
western  portion  of  the  county.  However,  because  of 
Cecil  Bank’s  small  size  and  limited  offices  those  mar¬ 
kets  may,  perhaps,  be  too  broad.  However,  they  do 
form  a  framework  from  which  the  most  serious  compet¬ 
itive  impact  could  be  argued.  As  of  June  30,  1979,  Ce¬ 
cil  Bank  held  5.41  percent  of  commercial  bank  de¬ 
posits  in  Cecil  County,  and  FNB  held  4.9  percent.  The 
resulting  bank  would  rank  fifth  and  would  be  the  sec¬ 
ond  smallest  in  the  county.  The  applicants'  closest  of¬ 
fices  are  6  miles  apart  and,  their  main  offices  are  over 
40  miles  apart.  Actual  direct  competition  between  the 
institutions  is  probably  considerably  less  than  the  de¬ 
posit  figures  indicate,  but,  nevertheless,  the  figures 
themselves  do  not  give  rise  to  a  substantial  lessening 
of  competition.  Consequently,  the  OCC  finds  that  the 
proposal  would  not  violate  the  standards  found  in  the 
Bank  Merger  Act 

We  find  the  financial  and  managerial  resources  of 


73 


FNB  and  Cecil  Bank  to  be  satisfactory;  however,  the 
future  prospects  of  Cecil  Bank  are  unclear  due  to  its 
small  size  and  the  relatively  large  number  of  banking 
organizations  already  present  in  Cecil  County. 

As  a  result  of  this  merger,  FNB  intends  to  make 
available  new  and  expanding  banking  services  to  the 
present  customers  of  Cecil  Bank.  Those  services  will 
enhance  the  convenience  and  needs  of  the  present 
customers  of  Cecil  Bank,  and  this  Office  is  unaware  of 
any  negative  factors  relating  to  that  issue. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 


banks'  records  of  helping  to  meet  the  credit  needs  of 
their  entire  communities,  including  low  and  moderate 
income  neighborhoods,  are  less  than  satisfactory. 

This  Office  has  concluded  that  the  proposed  merger 
will  not  violate  the  Bank  Merger  Act,  12  USC  1828(c), 
and  is  therefore  approved. 

April  23,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  have  no  effect  on  competition. 


VALLEY  BANK  OF  SHAWANO,  N.A., 

Shawano,  Wise.,  and  Farmers  State  Bank,  Cecil,  Wise. 


Names  of  banks  and  type  of  transaction 


Banking  offices 

Total  - 

assets  In  To  be 

operation  operated 


Farmers  State  Bank,  Cecil,  Wise.,  with .  $  2,975,000  2  — 

and  Valley  Bank  of  Shawano,  N. A.,  Shawano,  Wise.  (14314),  which  had .  76,365,000  1  — 

consolidated  June  15,  1981,  under  the  charter  of  the  latter  (14314)  and  title  “Valley  Bank  of 

Shawano,  N.A."  The  consolidated  bank  at  date  of  consolidation  had .  78,664,000  -  3 


COMPTROLLER’S  DECISION 

On  October  3,  1980,  an  application  was  filed  with  the 
OCC  to  consolidate  Valley  Bank  of  Shawano,  N.A., 
Shawano,  Wise.  (Shawano),  and  Farmers  State  Bank, 
Cecil,  Wise.  (Cecil),  under  the  charter  and  title  of  the 
former.  The  application  is  based  upon  a  written  agree¬ 
ment  executed  by  the  banks  on  July  14,  1980. 

Both  institutions  are  in  Shawano  County  in  northeast¬ 
ern  Wisconsin,  midway  between  Green  Bay  and 
Wausau.  Shawano  presently  operates  one  office  in 
Shawano,  the  county  seat  and  the  largest  community 
in  the  county.  As  of  December  31 ,  1979,  Shawano  had 
total  individual,  partnership  and  corporate  ( I  PC)  de¬ 
posits  of  $61.8  million  and  total  loans  of  $50.5  million, 
making  it  the  largest  bank  in  the  county  with  22.4  per¬ 
cent  of  total  deposits.  Shawano  is  one  of  17  bank  sub¬ 
sidiaries  of  Valley  Bancorporation,  the  fourth  largest 
bank  holding  company  in  Wisconsin. 

Cecil  is  headquartered  in  Cecil,  which  is  approxi¬ 
mately  8  miles  east  of  Shawano.  Cecil  operates  a 
branch  in  the  unincorporated  community  of  Zachow,  6 
miles  southeast  of  Cecil.  As  of  December  31,  1979, 
Cecil  had  total  IPC  deposits  of  $3.1  million  and  total 
loans  of  $2  1  million,  making  it  one  of  the  smallest 
banks  in  the  state  Cecil’s  loans  and  deposits  account 
for  some  1  percent  of  county-wide  deposits. 

Data  provided  in  the  application  delineates  Sha¬ 
wano's  primary  service  area  as  reaching  approxi¬ 
mately  5  miles  north,  6  miles  west,  7  miles  south  and  6 
mules  east  of  its  office  That  primary  service  area  holds 
an  estimated  78  3  percent  of  Shawano’s  total  IPC  de¬ 
posits  and  77  8  percent  of  its  total  loans.  An  additional 


$6.1  million  (9.4  percent)  of  Shawano’s  IPC  deposits 
and  $4.1  million  (8  percent)  of  its  loans  are  located  far¬ 
ther  east  of  that  primary  service  area  and  are  drawn 
from  within  Cecil’s  service  area. 

Cecil’s  service  area  encompasses  an  approximate 
2-  to  3-mile  radius  around  the  Cecil  office  and  a  1-  to 
2-mile  radius  around  the  Zachow  Branch.  Approxi¬ 
mately  93  percent  of  all  IPC  deposits  and  100  percent 
of  total  loans  net  of  purchased  loans  are  drawn  from 
those  service  areas.  As  of  June  30,  1980,  $1.18  million 
of  Cecil's  $1.95  million  (61  percent)  loans  were  pur¬ 
chased  from  the  Reedsburg  Bank,  Reedsburg.  D.  A. 
Proper,  the  major  stockholder  of  Cecil,  is  president  of 
the  Reedsburg  Bank. 

Although  Cecil  is  the  only  bank  in  its  service  area, 
banks  situated  on  the  periphery  of  Cecil’s  service  area 
clearly  compete  for  deposits  and  loans  generated  in 
that  area  as  evidenced  by  Shawano’s  $6.1  million  de¬ 
posit  presence  in  that  area  versus  Cecil’s  $3.3  million. 

Five  other  banks,  excluding  Shawano,  are  identified 
in  the  application  as  competing  in  Cecil’s  service 
area.*  No  information  was  made  available  in  the  appli¬ 
cation  specifying  the  amount  of  IPC  deposits  or  loans 
each  of  those  additional  competitors  has  in  the  market. 

While  the  deposit  figures  described  above  would  in¬ 
dicate  a  substantial  degree  of  competition  between 


*  One  savings  and  loan  institution,  North  Central  Savings  and  Loan 
Association,  competes  in  Shawano  County  However,  its  deposits  of 
$8  3  million  do  not  represent  a  significant  presence  in  the  county¬ 
wide  market,  and  it  has  not  been  considered  in  the  analysis  of  this 
application 
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applicants,  closer  analysis  shows  that  is  not  true.  As 
stated  above,  over  60  percent  of  Cecil’s  loans  are  not 
made  in  the  community  but  are  purchased  from  a 
bank  whose  president  is  Cecil's  major  stockholder. 
That  fact,  alone,  reduces  Cecil’s  competitive  perfor¬ 
mance  to  a  level  such  that  its  elimination  would  be  de 
minimus  from  an  antitrust  standpoint.  Despite  Cecil's 
convenience  advantage,  Shawano  has  been  able  to 
attract  more  deposits  than  Cecil  from  Cecil’s  own  trade 
area.  Cecil  pays  lower  than  market  rates  on  its  pass¬ 
book  savings  and  is  operated  under  absentee  owner¬ 
ship.  It  has  had  an  inconsistent  profit  record.  In  light  of 
the  above,  this  Office  concurs  with  the  opinion  of  the 
Department  of  Justice  that  this  proposed  transaction 
would  not  have  a  substantial  competitive  effect. 

Assuming,  arguendo,  that  this  merger  would  sub¬ 
stantially  lessen  competition,  then  it  should  not  be  ap¬ 
proved  unless  this  Office  finds  that  the  anticompetitive 
effects  of  the  proposed  transaction  are  clearly  out¬ 
weighed  in  the  public  interest  by  the  probable  effect  of 
the  transaction  in  meeting  the  convenience  and  needs 
of  the  community  to  be  served  (12  USC  1828(c)(5)(B)). 
Citizens  of  Cecil  are  now  served  by  a  bank  which  of¬ 
fers  little  more  than  a  checking  account.  Cecil’s  cur¬ 
rent  lending  limit  cannot  meet  modern  mortgage  or  ag¬ 
ricultural  equipment  needs.  The  bank  is  reluctant  to 
meet  the  credit  needs  of  its  community. 

Cecil  is  so  small  that  construction  of  a  new  branch 
bank  is  not  cost-feasible  and  is,  in  any  case,  prohib- 

*  * 


ited  by  state  law.  The  banking  needs  of  the  citizens  of 
Cecil  will  be  much  better  served  by  a  branch  of  a 
larger  bank  where  the  cost  of  providing  services  can 
be  distributed  throughout  the  system.  Consequently, 
the  OCC  finds  that  this  merger  meets  the  convenience 
and  needs  test  of  the  Bank  Merger  Act,  assuming,  but 
not  finding,  that  the  merger  would  have  substantial 
anticompetitive  effects. 

Financial  and  managerial  prospects  of  Shawano  are 
favorable.  The  financial  and  managerial  prospects  of 
Cecil  have  been  inconsistent  and  are  unclear.  The  fi¬ 
nancial  and  managerial  prospects  of  the  combined 
bank  are  good. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsiblities  revealed  no  evidence  that  Sha¬ 
wano’s  record  of  helping  to  meet  the  credit  needs  of 
its  entire  community,  including  low  and  moderate  in¬ 
come  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act,  12  USC  1828(c),  for  the  appli¬ 
cants  to  proceed  with  this  merger. 

May  13,  1981 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  a  substantial  competitive 
effect. 

* 


FIRST  NATIONAL  BANK  OF  SAN  ANTONIO, 


San  Antonio,  Tex.,  and  First  International  Bank  in  San  Antonio,  National  Association, 

San  Antonio,  Tex. 

Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

First  National  Bank  of  San  Antonio,  San  Antonio,  Tex.  (1657),  with . 

and  First  International  Bank  in  San  Antonio,  National  Association.  San  Antonio,  Tex.  (16926),  which 

had . 

merged  June  19,  1981,  under  charter  and  title  of  the  latter.  The  merged  bank  at  date  of  merger  had 

$137,006,000 

96,649,000 

233,655,000 

1  - 

1  - 

1 

COMPTROLLER’S  DECISION 

On  January  6,  1981,  application  was  made  to  the 
Comptroller  for  prior  written  approval  for  First  Interna¬ 
tional  Bank  in  San  Antonio,  National  Association,  San 
Antonio,  Tex.  (First  International)  to  merge  with  First 
National  Bank  of  San  Antonio,  San  Antonio,  Tex.  (FNB), 
under  the  title  and  the  charter  of  First  International,  but 
to  be  located  at  the  present  site  of  FNB.  The  present 
site  of  First  International  will  be  closed.  The  application 
is  based  upon  an  agreement  signed  by  the  propo¬ 
nents  on  December  1 1 ,  1980.  As  of  September  30, 
1980,  First  International,  a  subsidiary  of  First  Interna¬ 
tional  Bancshares,  Inc.,  Dallas,  a  bank  holding  com¬ 
pany  which  is  the  second  largest  banking  organization 
in  the  state,  had  total  deposits  of  $85.4  million  and  op¬ 
erated  one  office,  approximately  2  miles  north  of 


downtown  San  Antonio.  As  of  the  same  date,  FNB,  an 
independent  bank,  had  total  deposits  of  $1 10.2  million 
and  operated  one  office  approximately  6  miles  north  of 
downtown  San  Antonio.  Should  the  proposal  be  ap¬ 
proved  and  consummated,  the  resulting  bank  plans  to 
make  application  for  permission  to  relocate  to  down¬ 
town  San  Antonio,  and  First  International  Bancshares, 
Inc.,  has  committed  to  make  application  for  a  de  novo 
national  bank  charter,  with  location  at  the  present  site 
of  FNB 

The  relevant  market  for  this  proposal  is  San  Antonio 
As  of  December  13,  1980,  there  were  54  commercial 
banks  holding  almost  $4  1  billion  in  deposits  within  the 
vicinity  of  San  Antonio.  First  International  ranked  11th 
and  FNB  ranked  9th  among  those  banks;  the  resulting 
bank,  with  4  7  percent  of  total  market  commercial  bank 
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deposits,  would  rank  fifth  in  the  market.  Another  sub¬ 
sidiary  of  First  International  Bancshares,  Inc.,  the  Al¬ 
amo  Heights  National  Bank,  ranked  15th  in  the  market 
with  slightly  less  than  1.2  percent  of  total  market  de¬ 
posits  Should  this  proposal  be  consummated,  First  In¬ 
ternational  Bancshares,  Inc.,  would  control  only  5.9 
percent  of  total  market  commercial  bank  deposits.  The 
four  largest  commercial  banks  in  the  market  would 
continue  to  hold  a  total  of  almost  50.1  percent  of  total 
market  commercial  bank  deposits. 

Service  area  definitions  and  market  overlap  data  for 
the  individual  proponents  are  not  presented  in  the  ap¬ 
plication.  Nonetheless,  as  First  International  and  FNB 
are  only  4  miles  apart,  are  relatively  the  same  size  and 
have  the  same  marketing  orientation,  it  would  be  ex¬ 
pected  that  there  exists  some  degree  of  service  area 
commonality.  However,  the  availability  of  numerous 
other  commercial  banks  and  financial  institutions  in  the 
market  mitigates  any  negative  effects  of  the  elimination 
of  one  competitive  alternative  from  the  market.  In  addi¬ 
tion,  because  of  the  resulting  bank's  association  with 
First  International  Bancshares,  Inc.,  its  planned  reloca¬ 
tion  should  have  a  direct  positive  competitive  impact 
on  the  downtown  San  Antonio  area  and  an  indirect 
procompetitive  impact  on  the  entire  market.  The  antici¬ 
pated  establishment  of  a  new  national  bank  at  the  re¬ 
sulting  bank's  site  will  help  serve  the  banking  needs  of 
those  customers  not  wishing  to  follow  the  relocated 


bank  to  its  new  site.  There  are  already  nine  alternative 
commercial  banks  available  within  one  and  one-half 
miles  of  First  International’s  present  location  to  serve 
the  banking  needs  of  that  area  when  the  proposal  is 
consummated  and  that  office  is  closed. 

The  financial  and  managerial  resources  of  both 
banks  are  considered  satisfactory.  After  the  consum¬ 
mation  of  the  proposed  merger,  the  resulting  bank  will 
be  able  to  draw  on  the  financial  and  managerial  re¬ 
sources  of  its  parent,  First  International  Bancshares, 
Inc.  Consequently,  the  future  prospects  of  the  resulting 
bank  appear  favorable,  as  does  its  ability  to  effectively 
enhance  its  competitiveness  within  the  market. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities,  revealed  no  evidence  that  the 
applicants’  records  of  helping  to  meet  the  credit  needs 
of  their  communities,  including  low  and  moderate  in¬ 
come  neighborhoods,  are  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  12  USC  1828(c),  for  the  applicants 
to  proceed  with  the  proposed  merger. 

March  30,  1981 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  have  no  effect  on  competition. 

*  * 


MIDLANTIC  NATIONAL  BANK/MERCHANTS, 

Neptune,  N.J.,  and  One  Branch  of  Garden  State  National  Bank,  Paramus,  N.J. 


Names  of  banks  and  type  of  transaction 

Total 

assets' 

Banking  offices 

In 

operation 

To  be 
operated 

One  Branch  of  Garden  State  National  Bank,  Paramus,  N.J.  (15570),  with . 

$860,013,000 

1 

was  purchased  June  26,  1981,  by  Midlantic  National  Bank/Merchants,  Neptune,  N.J.  (15430),  which 
had . 

365,326,000 

20 

After  the  purchase  was  effected,  the  receiving  bank  had . 

387,698,000 

21 

COMPTROLLER’S  DECISION 

On  March  18,  1981,  application  was  made  to  the 
Comptroller  for  prior  written  consent  for  Midlantic  Na¬ 
tional  Bank/Merchants,  Neptune,  N.J.  (Midlantic),  to 
purchase  the  assets  and  assume  the  liabilities  of  the 
Laurel  Square  Branch  of  Garden  State  National  Bank, 
Paramus,  N.J.  (Garden  State).  The  Laurel  Square 
Branch  is  at  1930  State  Highway  88,  Brick  Township, 
Ocean  County.  This  application  is  based  on  an  agree¬ 
ment  between  Midlantic  and  Garden  State  dated  Feb¬ 
ruary  27,  1981  As  a  condition  of  its  approval  of  the  ac¬ 
quisition  of  Garden  State  by  Fidelity  Union 
Bancorporation,  Newark,  the  Board  of  Governors  of 
the  Federal  Reserve  System  required  Garden  State  to 


'Asset  figures  are  as  of  call  dates  immediately  before  and  after  trans¬ 
action 


divest  certain  offices.  The  divestiture  and  acquisition  of 
one  of  those  offices  is  the  subject  of  this  application; 
consummation  of  this  proposal  would  satisfy,  in  part, 
the  terms  of  the  Board’s  order. 

As  of  December  31,  1980,  Midlantic  had  total  de¬ 
posits  of  $370  million,  with  all  of  its  offices  operating  in 
Monmouth  County.  As  of  June  30,  1980,  the  Laurel 
Square  Branch  had  total  deposits  of  $6.5  million  and 
was  the  second  largest  of  the  offices  of  four  commer¬ 
cial  banks  operating  in  the  Brick  Township  area  of 
Ocean  County,  controlling  approximately  19.9  percent 
of  total  area  commercial  bank  deposits.  Midlantic  is 
not  currently  represented  in  the  area,  with  its  nearest 
office  located  approximately  5  miles  northeast  in  Mon¬ 
mouth  County.  The  application  does  not  provide  infor¬ 
mation  on  the  volume  of  deposits  which  Midlantic  de¬ 
rives  from  the  area;  however,  because  of  the 
numerous  banking  alternatives  available  nearby,  in- 
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eluding  offices  of  four  savings  and  loan  associations 
and  one  savings  bank,  and  the  intervening  distance  to 
the  nearest  Midlantic  office,  that  volume  is  not  thought 
to  be  significant.  After  the  consummation  of  this  pro¬ 
posal,  Midlantic  will  replace  Garden  State  as  a  com¬ 
petitor  within  the  area.  Midlantic  could  enter  the  area 
de  novo;  however,  this  proposal  is  a  more  efficient 
means  of  establishing  Midlantic  as  a  viable  competitor, 
and,  although  Garden  State  will  be  eliminated  from  di¬ 
rect  competition  in  the  area,  the  proposal  is  still  ex¬ 
pected  to  have  a  positive  effect  on  competition. 

The  financial  and  managerial  resources  of  Midlantic 
are  satisfactory,  and  future  prospects  are  favorable. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg- 

* 


ulatory  responsibilities  revealed  no  evidence  that 
Midiantic's  record  of  helping  to  meet  the  credit  needs 
of  its  community,  including  low  and  moderate  income 
neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act,  12  USC  1828(c),  for  the  pro¬ 
ponents  to  proceed  with  the  proposal. 

May  26,  1981. 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  a  substantial  competitive 
impact 


FIRST  NATIONAL  BANK  OF  NEW  JERSEY, 

Totowa,  N.J.,  and  One  Branch  of  Fidelity  Union  Trust  Company,  Newark,  N.J.,  and  Four  Branches  of  Garden  State 
National  Bank,  Paramus,  N.J. 


Names  of  banks  and  type  of  transaction 

Total 

assets' 

Banking  offices 

In 

operation 

To  be 
operated 

One  Branch  of  Fidelity  Union  Trust  Company,  Newark,  N.J..  with . 

$1,094,472,000 

1 

and  Four  Branches  of  Garden  State  National  Bank,  Paramus,  N.J.  (15570),  with . 

860,013,000 

4 

were  purchased  June  29,  1981,  by  First  National  Bank  of  New  Jersey,  Totowa,  N.J.  (329),  which 
had . 

931,223,000 

30 

After  the  purchase  was  effected,  the  receiving  bank  had . 

937,592,000 

35 

COMPTROLLER'S  DECISION 

On  February  23,  1981,  application  was  made  to  the 
Comptroller  for  prior  written  consent  for  First  National 
Bank  of  New  Jersey,  Totowa,  N.J  (FNBNJ),  to  pur¬ 
chase  the  assets  and  assume  the  liabilities  of  four 
branches  of  Garden  State  National  Bank,  Paramus, 
N.J.  (Garden  State),  and  one  branch  of  Fidelity  Union 
Trust  Company,  Newark,  N.J.  (Fidelity  Union). 

This  application  is  based  on  an  agreement  between 
FNBNJ,  Garden  State  and  Fidelity  Union  dated  Janu¬ 
ary  8,  1981 .  The  subject  branches  of  Garden  State  are 
in  Jersey  City,  Union  City,  Harrington  Park  and  Hack¬ 
ensack,  and  the  Fidelity  Union  Branch  is  in  Carlstadt. 
As  a  condition  of  its  approval  of  the  acquisition  of  Gar¬ 
den  State  by  Fidelity  Union  Bancorporation,  Newark, 
which  is  the  parent  of  Fidelity  Union,  the  Board  of  Gov¬ 
ernors  of  the  Federal  Reserve  System  required  the 
subsequent  divestiture  of  the  subject  branches  and 
certain  other  branches  by  Garden  State  and  Fidelity 
Union.  Consummation  of  that  proposed  transaction 
would  satisfy,  in  part,  the  terms  of  that  approval. 

As  of  December  31 ,  1980,  FNBNJ  had  total  deposits 
of  $753  million  and  operated  29  branches,  all  in  Pas¬ 
saic,  Bergen,  Morris  and  Middlesex  counties.  The  Har¬ 
rington  Park  and  Hackensack  branches  of  Garden 
State  and  the  Carlstadt  Branch  of  First  Union  are  in 


*  Assets  figures  are  as  of  call  dates  immediately  before  and  after 
transaction 


Bergen  County;  the  Jersey  City  and  Union  City 
branches  of  Garden  State,  which  are  approximately 
IV2  miles  apart,  are  in  Hudson  County.  FNBNJ  is  not 
currently  represented  in  the  Union  City/Jersey  City 
area,  which  is  served  by  18  offices  of  seven  commer¬ 
cial  banks,  including  six  offices  of  Garden  State,  four 
of  which  will  be  retained  after  the  consummation  of  this 
proposal.  FNBNJ  asserts  that  it  now  holds  no  deposits 
originating  in  that  area;  the  nearest  FNBNJ  offices  to 
the  target  branches  are  in  excess  of  12  miles  distant. 
Garden  State  is  currently  the  second  largest  competi¬ 
tor  in  the  area  with  23.7  percent  of  area  deposits  in  its 
six  area  offices.  After  consummation  of  the  proposal, 
FNBNJ  will  hold  approximately  9  percent  of  area  de¬ 
posits  now  held  by  Garden  State  and  will  be  the  fifth 
largest  of  eight  banks  in  the  area.  Consequently,  con¬ 
summation  of  the  proposal  will  add  an  additional  sig-  * 
nificant  competitor  to  the  Union  City/Jersey  City  area, 
while  maintaining  the  competition  by  Garden  State. 

FNBNJ  is  not  currently  represented  in  the  areas 
served  by  the  target  branches  in  Harrington  Park,  y 
Hackensack  and  Carlstadt,  although  they  do  have  op¬ 
erations  in  other  parts  of  Bergen  County.  The  target 
branch  in  Harrington  Park  is  the  smallest  of  the  five  of¬ 
fices  of  five  commercial  banks  serving  the  area,  hold¬ 
ing  slightly  more  than  10  percent  of  area  commercial 
bank  deposits.  FNBNJ  would  replace  Garden  State  as 
a  competitor,  since  Garden  State  has  no  other  offices 
in  the  immediate  area;  the  nearest  FNBNJ  office  is  8’ 5 
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miles  away.  The  target  branch  in  Hackensack  is  the 
fourth  largest  of  five  commercial  banks  serving  the 
area,  holding  slightly  more  than  14  percent  of  area 
commercial  bank  deposits.  FNBNJ  would  replace  Gar¬ 
den  State  as  a  competitor,  since  Garden  State  has  no 
offices  in  the  immediate  area;  the  nearest  FNBNJ  of¬ 
fice  is  6V4  miles  distant.  The  target  Fidelity  Union 
Branch  in  Carlstadt  is  the  fourth  largest  of  the  eight  of¬ 
fices  of  six  commercial  banks  serving  the  area,  hold¬ 
ing  almost  1 1  percent  of  area  commercial  bank  de¬ 
posits.  Both  Garden  State  and  Fidelity  Union  operate 
one  office  each  in  the  area,  with  the  Garden  State  of¬ 
fice  to  be  retained  subsequent  to  the  consummation  of 
this  proposal.  The  nearest  office  of  FNBNJ  is  6%  miles 
distant. 

In  each  of  those  cases,  FNBNJ  is  not  currently  rep¬ 
resented  in  the  area  served  by  the  target  branches 
but,  upon  entry,  would  become  an  alternative  competi¬ 
tor.  Although  FNBNJ  could  enter  those  areas  de  novo, 
this  proposal  is  a  more  efficient  means  of  establishing 


FNBNJ  as  a  new,  viable  competitor,  and  therefore,  the 
proposal  has  a  procompetitive  effect. 

The  financial  and  managerial  resources  of  FNBNJ 
are  satisfactory,  and  future  prospects  appear  favor¬ 
able. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that 
FNBNJ's  record  of  helping  to  meet  the  credit  needs  of 
its  communities,  including  low  and  moderate  income 
neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  12  USC  1828(c),  for  the  proponents 
to  proceed  with  the  proposal. 

May  29,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  have  no  effect  on  competition. 


DEPOSIT  GUARANTY  NATIONAL  BANK, 

Jackson,  Miss.,  and  The  Delta  National  Bank  of  Yazoo  City,  Yazoo  City,  Miss. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In 

operation 

To  be 
operated 

The  Delta  National  Bank  of  Yazoo  City,  Yazoo  City,  Miss.  (12587),  with . 

and  Deposit  Guaranty  National  Bank,  Jackson,  Miss.  (15548),  which  had . 

merged  June  30,  1981,  under  charter  and  title  of  the  latter  (15548).  The  merged  bank  at  date  of 
merger  had . 

$  72,308,000 

1,665,575,000 

1,737,893,000 

5 

57 

62 

COMPTROLLER’S  DECISION 

After  due  consideration  of  all  of  the  factors,  the  Comp¬ 
troller  of  the  Currency  approved  this  transaction.  A  for¬ 
mal  decision  enumerating  the  factors  considered  will 
be  available  at  a  later  date. 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

We  have  reviewed  this  proposed  transaction  and  con¬ 
clude  that  it  would  not  have  a  substantial  competitive 
effect. 


FIRST  SECURITY  BANK  OF  UTAH,  NATIONAL  ASSOCIATION, 

Ogden,  Utah,  and  First  Security  Bank  of  Murray,  National  Association,  Murray,  Utah 


Banking  offices 

Names  of  banks  and  type  of  transaction  Total  - 

assets  In  To  be 

operation  operated 


First  Security  Bank  of  Murray,  National  Association,  Murray,  Utah  (1651 1),  with .  $  4,012,000  1  - 

and  First  Security  Bank  of  Utah,  National  Association,  Ogden,  Utah  (2597),  which  had .  1,838,102,000  69  - 

merged  June  30,  1981,  under  charter  and  title  of  the  latter.  The  merged  bank  at  date  of  merger  had  1,842,114,000  -  70 


COMPTROLLER’S  DECISION 

First  Security  Bank  of  Utah,  National  Association, 
Ogden,  Utah,  and  First  Security  Bank  of  Murray,  Na¬ 
tional  Association,  Murray,  Utah,  are  majority-owned 


and  controlled  by  First  Security  Corporation,  Salt  Lake 
City,  a  registered  bank  holding  company.  This  pro¬ 
posed  merger  is  a  corporate  reorganization  which 
would  have  no  effect  on  competition. 

A  review  of  the  financial  and  managerial  resources, 
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the  future  prospects  of  the  existing  and  proposed  insti¬ 
tutions  and  the  convenience  and  needs  of  the  commu¬ 
nity  to  be  served  disclosed  no  reason  why  the  applica¬ 
tion  should  not  be  approved. 

The  record  of  that  application  and  other  information 
available  to  this  Office  as  a  result  of  its  regulatory  re¬ 
sponsibilities  revealed  that  the  banks'  records  of  help¬ 
ing  to  meet  the  credit  needs  of  their  communities,  in¬ 
cluding  low  and  moderate  income  neighborhoods,  are 
satisfactory. 

*  * 


This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act,  12  USC  1828(c),  for  the  applicants 
to  proceed  with  the  merger. 

May  28,  1981 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  transaction  is  essentially  a  corporate  re¬ 
organization  and  would  have  no  effect  on  competition 

* 


SOUTHEAST  NATIONAL  BANK  OF  ORLANDO, 

Orlando,  Fla.,  and  The  State  Bank  of  Forest  City,  Forest  City,  Fla. 


Names  of  banks  and  type  of  transaction 


The  State  Bank  of  Forest  City,  Forest  City,  Fla.,  with . 

was  purchased  June  30,  1981,  by  Southeast  National  Bank  of  Orlando,  Orlando,  Fla.  (15814), 
which  had . 

After  the  purchase  was  effected,  the  receiving  bank  had . 


Banking  offices 

Total 

assets'  In  To  be 

operation  operated 


$  32,231,000  3  — 

167,024,000  6 

192,925,000  -  9 


COMPTROLLER’S  DECISION 

On  January  5,  1981,  application  was  made  to  the 
Comptroller  for  prior  written  consent  for  Southeast  Na¬ 
tional  Bank  of  Orlando,  Orlando,  Fla.  (Southeast),  to 
purchase  certain  of  the  assets  and  assume  certain  of 
the  liabilities  of  The  State  Bank  of  Forest  City,  Forest 
City,  Fla.  (State  Bank).  The  application  is  based  upon 
an  agreement,  as  amended,  between  Southeast  and 
State  Bank,  dated  September  5,  1980.  As  of  June  30, 
1980,  Southeast,  a  subsidiary  of  Southeast  Banking 
Corporation,  Miami, 'the  largest  bank  holding  company 
in  the  state,  had  total  deposits  of  $135.8  million  and 
operated  through  its  head  office  and  four  branches,  all 
in  Orange  County.  As  of  the  same  date,  State  Bank 
had  total  deposits  of  $22.8  million  and  operated 
through  its  head  office  and  two  branches,  all  in  Semi¬ 
nole  County.  State  Bank  is  affiliated  through  common 
ownership  and  interlocking  directorate  with  The  State 
Bank  of  Apopka,  Apopka,  which  is  5  miles  west  of  For¬ 
est  City  and  which  is  presently  under  contract  to  be 
sold  to  Century  Banks  of  Florida,  Inc. 

As  of  March  30,  1981,  there  were  nine  commercial 
banks  operating  in  Seminole  County  holding  total  de¬ 
posits  in  excess  of  $323.7  million.  State  Bank,  holding 
approximately  7.3  percent  of  county  deposits,  ranked 
seventh  but  was  the  second  largest  independent  bank 
in  the  county.  No  affiliate  of  Southeast  Banking  Corpo¬ 
ration  is  headquartered  in  Seminole  County.  As  of  the 
same  date,  18  commercial  banks  holding  total  de¬ 
posits  of  almost  $1.8  billion  were  headquartered  in  Or¬ 
ange  County.  Southeast,  holding  approximately  7  4 
percent  of  county  deposits,  ranked  fourth  Almost  86 


*  Asset  figures  are  as  of  call  dates  immediately  before  and  after 
transaction 


percent  of  State  Bank’s  total  deposits  originate  in  the 
areas  of  Orange  and  Seminole  counties  immediately 
adjacent  to  Forest  City.  Southeast  derives  only  14.4 
percent  of  its  total  deposits  from  that  area.  In  that 
same  regard,  State  Bank  would  also  compete  in  vary¬ 
ing  degrees  with  most  of  the  other  banks  in  the  two 
counties 

Consummation  of  the  proposal  would  replace  State 
Bank  with  Southeast  in  Seminole  County.  The  resulting 
bank  would  continue  to  control  slightly  in  excess  of  7.3 
percent  of  the  county’s  commercial  bank  deposits.  The 
five  largest  banks  in  the  county,  all  currently  affiliates 
of  major  statewide  holding  companies,  would  continue 
to  hold  in  excess  of  78  percent  of  county-wide  de¬ 
posits.  In  the  combined  two-county  area,  the  resulting 
bank  would  continue  to  rank  as  the  fourth  largest  com¬ 
petitor  with  7.4  percent  of  area  deposits,  and  the  three 
largest  banks  in  the  combined  area  would  control  al¬ 
most  59  percent  of  commercial  bank  deposits  in  the 
two  counties.  In  addition,  the  substantial  difference  in 
the  size  of  Southeast  and  Forest  City,  coupled  with 
their  relatively  different  market  orientation  and  the  nu¬ 
merous  alternative  sources  of  financial  services  within 
the  area  from  commercial  banks  and  savings  and  loan 
associations,  would  moderate  whatever  effect  that 
consummation  of  the  proposal  might  have  on  existing 
competition  between  the  proponents. 

The  financial  and  managerial  resources  of  Southeast 
are  satisfactory,  and  future  prospects  appear  favor¬ 
able. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that 
Southeast’s  record  of  helping  to  meet  the  credit  needs 
of  its  community,  including  low  and  moderate  income 
neighborhoods,  is  less  than  satisfactory 
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This  is  the  prior  written  approval  required  by  the  SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 
Bank  Merger  Act,  12  USC  1828(c),  for  the  proponents 

to  proceed  with  the  proposal  We  have  reviewed  this  proposed  transaction  and  con- 

May  28.  1981.  elude  that  it  would  not  have  an  effect  on  competition. 

*  *  * 


II.  Mergers  consummated  involving  a  single  operating  bank 


THE  FIRST  NATIONAL  BANK  OF  ELGIN, 

Elgin,  III.,  and  Republic  National  Bank  of  Elgin,  Elgin,  III. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In 

operation 

To  be 
operated 

The  First  National  Bank  of  Elgin,  Elgin,  III.  (1365),  with . 

$196,175,000 

3 

and  Republic  National  Bank  of  Elgin  (Organizing),  Elgin,  III.,  which  had . 

240,000 

0 

merged  January  1,  1981,  under  the  charter  of  the  latter  bank  (1365)  and  title  "The  First  National 

Bank  of  Elgin.”  The  merged  bank  at  date  of  merger  had . 

196,415,000 

3 

COMPTROLLER'S  DECISION 

Republic  National  Bank  of  Elgin  (Organizing),  Elgin, 
III.,  is  being  organized  by  Financial  National  Banc- 
shares,  Co.,  Elgin,  a  proposed  bank  holding  company. 
The  merger  of  The  First  National  Bank  of  Elgin,  Elgin, 
into  Republic  National  Bank  of  Elgin  is  part  of  a 
process  whereby  Financial  National  Bancshares,  Co., 
will  acquire  100  percent  (less  directors'  qualifying 
shares)  of  The  First  National  Bank  of  Elgin.  The  merger 
is  a  vehicle  for  a  bank  holding  company  acquisition 
and  combines  a  nonoperating  bank  with  an  existing 
commercial  bank.  As  such,  it  presents  no  competitive 
issues  under  the  Bank  Merger  Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

December  1 ,  1980. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
First  National  Bank  of  Elgin  would  become  a  subsidi¬ 
ary  of  Financial  National  Bancshares,  Co.,  a  bank 
holding  company.  The  instant  merger,  however,  would 
merely  combine  an  existing  bank  with  a  nonoperating 
institution;  as  such,  and  without  regard  to  the  acquisi¬ 
tion  of  the  surviving  bank  by  Financial  National  Banc¬ 
shares,  Co.,  it  would  have  no  effect  on  competition. 
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THE  FIRST  NATIONAL  BANK  OF  SHREVEPORT, 

Shreveport,  La.,  and  New  First  National  Bank  of  Shreveport,  Shreveport,  La. 


Banking  offices 

Names  of  banks  and  type  of  transaction  Total 

assets  In  To  be 

operation  operated 


The  First  National  Bank  of  Shreveport,  Shreveport,  La.  (3595),  with .  $750,976,000  16  - 

and  New  First  National  Bank  of  Shreveport  (Organizing),  Shreveport,  La.,  which  had .  240,000  0  - 

merged  January  15,  1981,  under  charter  of  the  latter  and  title  of  the  former.  The  merged  bank  at 

date  of  merger  had  .  748,028,000  -  16 


COMPTROLLER'S  DECISION 

New  First  National  Bank  of  Shreveport  (Organizing), 
Shreveport,  La.,  is  being  organized  by  First  National 
Bancorp,  Inc.,  Shreveport,  a  bank  holding  company. 
The  merger  of  The  First  National  Bank  of  Shreveport, 
Shreveport,  into  New  First  National  Bank  of  Shreveport 
is  part  of  a  process  whereby  First  National  Bancorp, 
Inc.  will  acquire  100  percent  (less  directors’  qualifying 
shares)  of  The  First  National  Bank  of  Shreveport.  The 
merger  is  a  vehicle  for  a  bank  holding  company  acqui¬ 
sition  and  combines  a  nonoperating  bank  with  an  ex¬ 
isting  commercial  bank.  As  such,  it  presents  no  com¬ 
petitive  issues  under  the  Bank  Merger  Act,  12  USC 
1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 

*  * 


favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

December  15,  1980. 

The  Attorney  General’s  report  was  not  received. 

* 


TEXOMA  NATIONAL  BANK  OF  SHERMAN, 

Sherman,  Tex.,  and  New  Texoma  National  Bank  of  Sherman,  Sherman,  Tex. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

Texoma  National  Bank  of  Sherman,  Sherman,  Tex.  (15179),  with . 

and  New  Texoma  National  Bank  of  Sherman  (Organizing),  Sherman,  Tex.,  which  had 
merged  January  21,  1981,  under  charter  of  the  latter  and  title  of  the  former.  The  merged  bank  at 
date  of  merger  had . 

$38,690,373 

120,000 

38,751.463 

1 

0  - 

-  1 

COMPTROLLER'S  DECISION 

New  Texoma  National  Bank  of  Sherman  (Organizing), 
Sherman,  Tex.,  is  being  organized  by  Commerce 
Southwest,  Inc.,  Dallas,  a  bank  holding  company  The 
merger  of  Texoma  National  Bank  of  Sherman,  Sher¬ 
man,  into  New  Texoma  National  Bank  of  Sherman  is 
part  of  a  process  whereby  Commerce  Southwest,  Inc., 
will  acquire  100  percent  (less  directors’  qualifying 
shares)  of  Texoma  National  Bank  of  Sherman.  The 
merger  is  a  vehicle  for  a  bank  holding  company  acqui¬ 
sition  and  combines  a  nonoperating  bank  with  an  ex¬ 
isting  commercial  bank.  As  such,  it  presents  no  com¬ 
petitive  issues  under  the  Bank  Merger  Act,  12  USC 
1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

December  22,  1980. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
Texoma  National  Bank  of  Sherman  would  become  a 
subsidiary  of  Commerce  Southwest  Inc.,  a  bank  hold¬ 
ing  company.  The  instant  merger,  however,  would 
merely  combine  an  existing  bank  with  a  nonoperating 
institution;  as  such,  and  without  regard  to  the  acquisi¬ 
tion  of  the  surviving  bank  by  Commerce  Southwest, 
Inc.,  it  would  have  no  effect  on  competition 
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BANKERS  TRUST  OF  BINGHAMTON, 

Binghamton,  N.Y.,  and  BT  National  Bank,  Albany,  N.Y. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In 

operation 

To  be 
operated 

Bankers  Trust  of  Binghamton,  Binghamton,  N  Y.,  with . 

and  BT  National  Bank  (Organizing),  Albany,  N.Y.  (16960),  which  had . 

merged  January  30,  1981,  under  charter  of  the  latter  (16960)  and  with  the  title  “Bankers  Trust 
Company  of  Albany,  National  Association.”  The  merged  bank  at  date  of  merger  had . 

$382,852,000 

240,000 

383,092,000 

10 

0 

43 

COMPTROLLER'S  DECISION 

BT  National  Bank  (Organizing),  Binghamton,  N.Y,  is 
being  organized  by  BT  Bancshares,  Inc.,  Albany,  N.Y., 
a  subsidiary  of  Bankers  Trust  New  York  Corporation,  a 
bank  holding  company.  The  merger  of  Bankers  Trust 
of  Binghamton,  Binghamton,  into  BT  National  Bank  is 
part  of  a  process  whereby  Bankers  Trust  New  York 
Corporation  will  reorganize  two  of  its  subsidiary  banks: 
Bankers  Trust  of  Binghamton  and  Bankers  Trust  Com¬ 
pany  of  Albany,  National  Association.  The  merger  is 
therefore  a  vehicle  for  a  bank  holding  company  reor¬ 
ganization  and  merely  combines  a  nonoperating  bank 
with  an  existing  commercial  bank.  As  such,  it  presents 
no  competitive  issues  under  the  Bank  Merger  Act,  12 
USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

December  19,  1980. 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
Bankers  Trust  of  Binghamton  would  become  a  subsidi¬ 
ary  of  BT  Bancshares,  Inc.,  a  bank  holding  company. 
The  instant  merger,  however,  would  merely  combine 
an  existing  bank  with  a  nonoperating  institution;  as 
such,  and  without  regard  to  the  acquisition  of  the  sur¬ 
viving  bank  by  BT  Bancshares,  Inc.,  it  would  have  no 
effect  on  competition. 

* 


COMMERCE  NATIONAL  BANK  OF  WARNER  ROBINS, 


Warner  Robins,  Ga.,  and  Commerce  National  Interim  Bank  of  Warner  Robins, 

Warner  Robins,  Ga. 

Names  of  banks  and  type  of  transaction 

Banking  offices 

assets 

In  To  be 

operation  operated 

Commerce  National  Bank  of  Warner  Robins  (16117),  Warner  Robins,  Ga.,  with . 

and  Commerce  National  Interim  Bank  of  Warner  Robins  (Organizing),  Warner  Robins,  Ga.,  which 

had . 

merged  February  9,  1981,  under  the  charter  of  the  latter  bank  (16117)  and  title  "Trust  Company 
Bank  of  Houston  County,  N.A  ”  The  merged  bank  at  date  of  merger  had . 

$11,671,000 

250,000 

11,671,000 

1  - 

0  - 

1 

COMPTROLLER’S  DECISION 

Commerce  National  Interim  Bank  of  Warner  Robins 
(Organizing),  Warner  Robins,  Ga.,  is  being  organized 
by  Trust  Company  of  Georgia,  Atlanta,  a  bank  holding 
company  The  merger  of  Commerce  National  Bank  of 
Warner  Robins,  Warner  Robins,  into  Commerce  Na¬ 
tional  Interim  Bank  of  Warner  Robins  is  part  of  a 
process  whereby  Trust  Company  of  Georgia  will  ac¬ 
quire  100  percent  (less  directors’  qualifying  shares)  of 
Commerce  National  Bank  of  Warner  Robins.  The  mer¬ 


ger  is  a  vehicle  for  a  bank  holding  company  acquisi¬ 
tion  and  combines  a  nonoperating  bank  with  an  exist¬ 
ing  commercial  bank.  As  such,  it  presents  no 
competitive  issues  under  the  Bank  Merger  Act,  12 
USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec- 
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tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community  was  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

January  9,  1981 . 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
Commerce  National  Bank  of  Warner  Robins  would  be¬ 
come  a  subsidiary  of  Trust  Company  of  Georgia,  a 
bank  holding  company.  The  instant  merger,  however, 
would  merely  combine  an  existing  bank  with  a  nonop¬ 
erating  institution;  as  such,  and  without  regard  to  the 
acquisition  of  the  surviving  bank  by  Trust  Company  of 
Georgia,  it  would  have  no  effect  on  competition 


FIRST  NATIONAL  BANK  OF  LA  GRANGE, 

La  Grange,  III.,  and  Second  National  Bank  of  La  Grange,  La  Grange,  III. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

First  National  Bank  of  La  Grange,  La  Grange,  III.  (13941),  with . 

and  Second  National  Bank  of  La  Grange  (Organizing),  La  Grange,  III.,  which  had.  .  .  . 
merged  February  23,  1981,  under  charter  of  the  latter  and  title  of  the  former.  The  merged  bank  at 
date  of  merger  had . 

$  73,620,000 
120,000 

73,740,000 

2  - 

0  - 

2 

COMPTROLLER'S  DECISION 

Second  National  Bank  of  La  Grange  (Organizing),  La 
Grange,  III.,  is  being  organized  by  F.N.B.C.  of  La 
Grange,  Inc.,  La  Grange,  a  bank  holding  company. 
The  merger  of  First  National  Bank  of  La  Grange,  La 
Grange,  into  Second  National  Bank  of  La  Grange  is 
part  of  a  process  whereby  F.N.B.C.  of  La  Grange,  Inc. 
will  increase  its  ownership  of  the  outstanding  shares  of 
First  National  Bank  of  La  Grange  from  30  to  100  per¬ 
cent  (less  directors’  qualifying  shares).  The  merger  is  a 
vehicle  for  a  bank  holding  company  acquisition  and 
combines  a  nonoperating  bank  with  an  existing  com¬ 
mercial  bank.  As  such,  it  presents  no  competitive  is¬ 
sues  under  the  Bank  Merger  Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

*  * 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

January  23,  1981 . 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
First  National  Bank  of  La  Grange  would  become  a  sub¬ 
sidiary  of  F.N.B.C.  of  La  Grange,  Inc.,  a  bank  holding 
company.  The  instant  merger,  however,  would  merely 
combine  an  existing  bank  with  a  nonoperating  institu¬ 
tion;  as  such,  and  without  regard  to  the  acquisition  of 
the  surviving  bank  by  F.N.B.C.  of  La  Grange,  Inc.,  it 
would  have  no  effect  on  competition. 

* 
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CENTRAL  NATIONAL  BANK  OF  MCKINNEY, 

McKinney,  Tex.,  and  McKinney  National  Bank,  McKinney,  Tex. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

Central  National  Bank  of  McKinney,  McKinney,  Tex.  (14236),  with . 

and  McKinney  National  Bank  (Organizing),  McKinney,  Tex.,  which  had . 

consolidated  February  27,  1981,  under  charter  and  title  of  the  former.  The  consolidated  bank  at 
date  of  consolidation  had . 

$41,030,204 

120,000 

41,530,915 

1  - 

0  - 

1 

COMPTROLLER'S  DECISION 

McKinney  National  Bank  (Organizing),  McKinney,  Tex., 
is  being  organized  by  Commerce  Southwest,  Inc., 
Dallas,  a  bank  holding  company.  The  consolidation  of 
Central  National  Bank  of  McKinney,  McKinney,  with 
McKinney  National  Bank  is  part  of  a  process  whereby 
Commerce  Southwest,  Inc.,  will  acquire  100  percent 
(less  directors'  qualifying  shares)  of  Central  National 
Bank  of  McKinney.  The  consolidation  is  a  vehicle  for  a 
bank  holding  company  acquisition  and  combines  a 
nonoperating  bank  with  an  existing  commercial  bank. 
As  such,  it  presents  no  competitive  issues  under  the 
Bank  Merger  Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  consolidation,  the  resulting  bank 
will  draw  on  the  financial  and  managerial  resources  of 
its  new  corporate  parent.  That  will  permit  it  to  more  ef¬ 
fectively  serve  the  convenience  and  needs  of  its  com¬ 
munity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  consolidation. 

January  19,  1981 . 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  consolidation  is  part  of  a  plan  through 
which  Central  National  Bank  of  McKinney  would  be¬ 
come  a  subsidiary  of  Commerce  Southwest  Inc.,  a 
bank  holding  company.  The  instant  transaction,  how¬ 
ever,  would  merely  combine  an  existing  bank  with  a 
nonoperating  institution;  as  such,  and  without  regard 
to  the  acquisition  of  the  surviving  bank  by  Commerce 
Southwest  Inc.,  it  would  have  no  effect  on  competition. 


THE  NATIONAL  BANK  OF  BLOOMINGTON, 

Bloomington,  III.,  and  Bloomington  Bank,  N.A.,  Bloomington,  III. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

The  National  Bank  of  Bloomington,  Bloomington,  III.  (14178),  with . 

and  Bloomington  Bank,  N.A.  (Organizing),  Bloomington,  III.,  which  had . 

merged  February  27,  1981,  under  charter  of  the  latter  bank  (14178)  and  title  of  the  former.  The 
merged  bank  at  date  of  merger  had . 

$96,069,000 

240,000 

96,309,000 

3  - 

0  - 

3 

COMPTROLLER'S  DECISION 

Bloomington  Bank,  N.A.  (Organizing),  Bloomington,  III., 
is  being  organized  by  First  Bloomington  Corporation, 
Bloomington,  a  bank  holding  company.  The  merger  of 
The  National  Bank  of  Bloomington,  Bloomington,  into 
Bloomington  Bank,  N.A.,  is  part  of  a  process  whereby 
First  Bloomington  Corporation  will  acquire  100  percent 
(less  directors’  qualifying  shares)  of  The  National  Bank 
of  Bloomington  The  merger  is  a  vehicle  for  a  bank 
holding  company  acquisition  and  combines  a  nonop¬ 
erating  bank  with  an  existing  commercial  bank  As 
such,  it  presents  no  competitive  issues  under  the  Bank 
Merger  Act,  12  USC  1828(c). 


The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant's  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
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Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

January  12,  1981 . 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 


National  Bank  of  Bloomington  would  become  a  subsid¬ 
iary  of  First  Bloomington  Corporation,  a  bank  holding 
company.  The  instant  merger,  however,  would  merely 
combine  an  existing  bank  with  a  nonoperating  institu¬ 
tion;  as  such,  and  without  regard  to  the  acquisition  of 
the  surviving  bank  by  First  Bloomington  Corporation,  it 
would  have  no  effect  on  competition. 


FIRST  NATIONAL  BANK  OF  VERMONT, 

Springfield,  Vt.,  and  New  State  National  Bank,  Springfield,  Vt. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

First  National  Bank  of  Vermont,  Springfield,  Vt.  (122),  with . 

and  New  State  National  Bank  (Organizing),  Springfield,  Vt.,  which  had . 

merged  February  28.  1981,  under  charter  of  the  latter  and  title  of  the  former.  The  merged  bank  at 
date  of  merger  had . 

$65,383,000 

120,000 

65,503,000 

7  - 

0  - 

7 

COMPTROLLER'S  DECISION 

New  State  National  Bank  (Organizing),  Springfield,  Vt., 
is  being  organized  by  First  National  Vermont  Corpora¬ 
tion,  Springfield,  a  bank  holding  company.  The  merger 
of  First  National  Bank  of  Vermont,  Springfield,  into  New 
State  National  Bank  is  part  of  a  process  whereby  First 
National  Vermont  Corporation  will  acquire  100  percent 
(less  directors’  qualifying  shares)  of  First  National  Bank 
of  Vermont.  The  merger  is  a  vehicle  for  a  bank  holding 
company  acquisition  and  combines  a  nonoperating 
bank  with  an  existing  commercial  bank.  As  such,  it 
presents  no  competitive  issues  under  the  Bank  Merger 
Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant's  record  of  helping  to  meet  the  credit  needs 
of  their  entire  community-,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

January  22,  1981 . 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
First  National  Bank  of  Vermont  would  become  a  sub¬ 
sidiary  of  First  National  Vermont  Corporation,  a  bank 
holding  company.  The  instant  merger,  however,  would 
merely  combine  an  existing  bank  with  a  nonoperating 
institution;  as  such,  and  without  regard  to  the  acquisi¬ 
tion  of  the  surviving  bank  by  First  National  Vermont 
Corporation,  it  would  have  no  effect  on  competition. 
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HAMPTON  NATIONAL  BANK, 

Hampton,  N.H.,  and  Second  Hampton  National  Bank,  Hampton,  N.H. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

Hampton  National  Bank,  Hampton,  N.H.  (14835),  with . 

and  Second  Hampton  National  Bank  (Organizing),  Hampton,  N.H.,  which  had . 

merged  February  28,  1981,  under  charter  of  the  latter  and  title  of  the  former.  The  merged  bank  at 
date  of  merger  had . 

$50,674,915 

125,000 

50,674,915 

4  - 

0  - 

4 

COMPTROLLER'S  DECISION 

Second  Hampton  National  Bank  (Organizing),  Hamp¬ 
ton,  N.H.,  is  being  organized  by  Security  Bancorp, 
Inc.,  Hampton,  a  bank  holding  company.  The  merger 
of  Hampton  National  Bank,  Hampton,  into  Second 
Hampton  National  Bank  is  part  of  a  process  whereby 
Security  Bancorp,  Inc.,  will  acquire  100  percent  (less 
directors’  qualifying  shares)  of  Hampton  National 
Bank.  The  merger  is  a  vehicle  for  a  bank  holding  com¬ 
pany  acquisition  and  combines  a  nonoperating  bank 
with  an  existing  commercial  bank.  As  such,  it  presents 
no  competitive  issues  under  the  Bank  Merger  Act,  12 
USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

*  * 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant's  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

January  9,  1981 . 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
Hampton  National  Bank  would  become  a  subsidiary  of 
Security  Bancorp,  Inc.,  a  bank  holding  company.  The 
instant  merger,  however,  would  merely  combine  an  ex¬ 
isting  bank  with  a  nonoperating  institution;  as  such, 
and  without  regard  to  the  acquisition  of  the  surviving 
bank  by  Security  Bancorp,  Inc.,  it  would  have  no  effect 
on  competition. 

* 


SUBURBAN  NATIONAL  BANK  OF  ELK  GROVE, 

Elk  Grove,  III.,  and  Elk  Grove  National  Bank,  Elk  Grove,  III. 


Banking  offices 

Names  of  banks  and  type  of  transaction  Total - 

assets  In  To  be 

operation  operated 


Suburban  National  Bank  of  Elk  Grove,  Elk  Grove,  III.  (15916),  with .  $18,720,170  1  — 

and  Elk  Grove  National  Bank  (Organizing),  Elk  Grove,  III.  (15916),  which  had .  120,000  0  — 

merged  March  5,  1981,  under  charter  of  the  latter  bank  (15916)  and  title  of  the  former.  The  merged 

bank  at  date  of  merger  had .  19,123,420  -  1 


COMPTROLLER’S  DECISION 

Elk  Grove  National  Bank  (Organizing),  Elk  Grove,  III.,  is 
being  organized  by  Elk  Grove  Bancorp.,  Inc.,  Elk 
Grove,  a  bank  holding  company.  The  merger  of  Subur¬ 
ban  National  Bank  of  Elk  Grove,  Elk  Grove,  into  Elk 
Grove  National  Bank  is  part  of  a  process  whereby  Elk 
Grove  Bancorp.,  Inc  ,  will  acquire  100  percent  (less  di¬ 
rectors’  qualifying  shares)  of  Suburban  National  Bank 
of  Elk  Grove  The  merger  is  a  vehicle  for  a  bank  hold¬ 
ing  company  acquisition  and  combines  a  nonoperat¬ 
ing  bank  with  an  existing  commercial  bank  As  such,  it 
presents  no  competitive  issues  under  the  Bank  Merger 
Act,  12  USC  1828(c). 


The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant's  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 
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This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

February  2,  1981 . 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 


SUBURBAN  NATIONAL  BANK  OF  PALATINE, 
Palatine,  III.,  and  Subpal  National  Bank,  Palatine,  III. 


Names  of  banks  and  type  of  transaction 


Suburban  National  Bank  of  Elk  Grove  would  become  a 
subsidiary  of  Elk  Grove  Bancorp,  Inc.,  a  bank  holding 
company.  The  instant  merger,  however,  would  merely 
combine  an  existing  bank  with  a  nonoperating  institu¬ 
tion;  as  such,  and  without  regard  to  the  acquisition  of 
the  surviving  bank  by  Elk  Grove  Bancorp,  Inc.,  it  would 
have  no  effect  on  competition. 


Banking  offices 

Total  - 

assets  In  To  be 

operation  operated 


Suburban  National  Bank  of  Palatine,  Palatine,  III.  (15654),  with .  $11,974,000 

and  Subpal  National  Bank  (Organizing),  Palatine,  III.,  which  had .  600,000 

merged  March  5,  1981,  under  the  charter  of  latter  bank  (15654)  and  title  "Suburban  National  Bank 

of  Palatine.”  The  merged  bank  at  date  of  merger  had .  12,124,000 


COMPTROLLER'S  DECISION 

Subpal  National  Bank  (Organizing),  Palatine,  III.,  is  be¬ 
ing  organized  by  Subpal  Bancorp.,  Inc.,  Palatine,  a 
bank  holding  company.  The  merger  of  Suburban  Na¬ 
tional  Bank  of  Palatine,  Palatine,  into  Subpal  National 
Bank  is  part  of  a  process  whereby  Subpal  Bancorp., 
Inc.,  will  acquire  100  percent  (less  directors’  qualifying 
shares)  of  Suburban  National  Bank  of  Palatine.  The 
merger  is  a  vehicle  for  a  bank  holding  company  acqui¬ 
sition  and  combines  a  nonoperating  bank  with  an  ex¬ 
isting  commercial  bank.  As  such,  it  presents  no  com¬ 
petitive  issues  under  the  Bank  Merger  Act,  12  USC 
1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger 
February  2,  1981 . 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
Suburban  National  Bank  of  Palatine  would  become  a 
subsidiary  of  Subpal  Bancorp,  Inc.,  a  bank  holding 
company.  The  instant  merger,  however,  would  merely 
combine  an  existing  bank  with  a  nonoperating  institu¬ 
tion;  as  such,  and  without  regard  to  the  acquisition  of 
the  surviving  bank  by  Subpal  Bancorp,  Inc,,  it  would 
have  no  effect  on  competition. 

* 


87 


SUBURBAN  NATIONAL  BANK  OF  WOODFIELD, 

Schaumburg,  III.,  and  Woodfield  National  Bank,  Schaumburg,  III. 

Banking  offices 

Names  of  banks  and  type  of  transaction  Total 

assets  In  To  be 

operation  operated 


Suburban  National  Bank  of  Woodfield,  Schaumburg,  III.  (16260),  with .  $12,456,000  1  — 

and  Woodfield  National  Bank  (Organizing),  Schaumburg,  III.  (16260),  which  had .  120,000  0  — 

merged  March  13,  1981,  under  charter  of  the  latter  (16260)  and  title  of  the  former  bank.  The 

merged  bank  at  date  of  merger  had .  12,806,000  -  1 


COMPTROLLER  S  DECISION 

Woodfield  National  Bank  (Organizing),  Schaumburg, 
III.,  is  being  organized  by  Woodfield  Bancorp,  Inc., 
Schaumburg,  a  bank  holding  company.  The  merger  of 
Suburban  National  Bank  of  Woodfield,  Schaumburg, 
into  Woodfield  National  Bank  is  part  of  a  process 
whereby  Woodfield  Bancorp,  Inc.,  will  acquire  100 
percent  (less  directors’  qualifying  shares)  of  Suburban 
National  Bank  of  Woodfield.  The  merger  is  a  vehicle  for 
a  bank  holding  company  acquisition  and  combines  a 
nonoperating  bank  with  an  existing  commercial  bank. 
As  such,  it  presents  no  competitive  issues  under  the 
Bank  Merger  Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicants  to  proceed  with  the 
proposed  merger. 

February  10,  1981 . 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
Suburban  National  Bank  of  Woodfield  would  become  a 
subsidiary  of  Woodfield  Bancorp,  Inc.,  a  bank  holding 
company.  The  instant  merger,  however,  would  merely 
combine  an  existing  bank  with  a  nonoperating  institu¬ 
tion;  as  such,  and  without  regard  to  the  acquisition  of 
the  surviving  bank  by  Woodfield  Bancorp,  Inc.,  it 
would  have  no  effect  on  competition. 


*  *  * 


THE  FIRST  NATIONAL  BANK  OF  CIRCLEVILLE, 
Circleville,  Ohio,  and  Circleville  Bank,  N.A.,  Circleville,  Ohio 


Banking  offices 

Names  of  banks  and  type  of  transaction  Total - 

assets  In  To  be 

operation  operated 


The  First  National  Bank  of  Circleville,  Circleville,  Ohio  (1 18),  with .  $43,156,000  2  — 

and  Circleville  Bank,  N. A.  (Organizing),  Circleville,  Ohio  (1 18),  which  had .  6,094,000  0  — 

consolidated  March  31,  1981,  under  the  charter  and  title  of  the  former  bank  (118).  The  consolidated 

bank  at  date  of  consolidation  had .  43,156,000  -  2 


COMPTROLLER’S  DECISION 

Circleville  Bank,  N.A.  (Organizing),  Circleville,  Ohio,  is 
being  organized  by  Winters  National  Corporation,  Day- 
ton,  Ohio,  a  bank  holding  company.  The  consolidation 
of  The  First  National  Bank  of  Circleville,  Circleville,  with 
Circleville  Bank,  N.A.,  is  part  of  a  process  whereby 
Winters  National  Corporation  will  acquire  100  percent 
(less  directors’  qualifying  shares)  of  The  First  National 
Bank  of  Circleville  The  consolidation  is  a  vehicle  for  a 
bank  holding  company  acquisition  and  combines  a 
nonoperating  bank  with  an  existing  commercial  bank 
As  such,  it  presents  no  competitive  issues  under  the 
Bank  Merger  Act,  12  USC  1828(c). 


The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  consolidation,  the  resulting  bank 
will  draw  on  the  financial  and  managerial  resources  of 
its  new  corporate  parent.  That  will  permit  it  to  more  ef¬ 
fectively  serve  the  convenience  and  needs  of  its  com¬ 
munity. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 
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This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  consolidation. 

February  25,  1981 . 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  consolidation  is  part  of  a  plan  through 


which  the  First  National  Bank  of  Circleville  would  be¬ 
come  a  subsidiary  of  Winters  National  Corporation,  a 
bank  holding  company.  The  instant  transaction,  how¬ 
ever,  would  merely  combine  an  existing  bank  with  a 
nonoperating  institution;  as  such,  and  without  regard 
to  the  acquisition  of  the  surviving  bank  by  Winters  Na¬ 
tional  Corporation,  it  would  have  no  effect  on  competi¬ 
tion. 

*  * 


THE  FIRST  NATIONAL  BANK  OF  RICHMOND, 

Richmond,  Tex.,  and  Richmond  National  Bank,  Richmond,  Tex. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

The  First  National  Bank  of  Richmond,  Richmond,  Tex.  (10350),  with . 

and  Richmond  National  Bank  (Organizing),  Richmond,  Tex.  (10350),  which  had . 

merged  April  1,  1981,  under  the  charter  of  the  latter  bank  (10350)  and  with  the  title  of  the  former. 

The  merged  bank  at  date  of  merger  had . 

$29,445,000 

120,000 

29,445,000 

1  - 

0  - 

1 

COMPTROLLER’S  DECISION 

Richmond  National  Bank  (Organizing),  Richmond, 
Tex.,  is  being  organized  by  Republic  of  Texas  Corpo¬ 
ration,  Dallas,  a  bank  holding  company.  The  merger  of 
The  First  National  Bank  of  Richmond,  Richmond,  into 
Richmond  National  Bank  is  part  of  a  process  whereby 
Republic  of  Texas  Corporation  will  acquire  100  per¬ 
cent  (less  directors’  qualifying  shares)  of  The  First  Na¬ 
tional  Bank  of  Richmond.  The  merger  is  a  vehicle  for  a 
bank  holding  company  acquisition  and  combines  a 
nonoperating  bank  with  an  existing  commercial  bank. 
As  such,  it  presents  no  competitive  issues  under  the 
Bank  Merger  Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

February  23,  1981 . 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
the  First  National  Bank  of  Richmond  would  become  a 
subsidiary  of  Republic  of  Texas  Corporation,  a  bank 
holding  company.  The  instant  merger,  however,  would 
merely  combine  an  existing  bank  with  a  nonoperating 
institution;  as  such,  and  without  regard  to  the  acquisi¬ 
tion  of  the  surviving  bank  by  Republic  of  Texas  Corpo¬ 
ration,  it  would  have  no  effect  on  competition. 

*  * 


89 


THE  FIRST  NATIONAL  BANK  OF  VALDOSTA, 

Valdosta,  Ga.,  and  First  National  Interim  Bank  of  Valdosta,  Valdosta,  Ga. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

The  First  National  Bank  of  Valdosta,  Valdosta,  Ga.  (4429),  with . 

and  First  National  Interim  Bank  of  Valdosta  (Organizing),  Valdosta,  Ga.  (4429),  which  had . 

merged  April  1,  1981,  under  the  charter  of  the  latter  bank  (4429)  and  title  of  the  former  bank.  The 
merged  bank  at  date  of  merger  had . 

$66,573,000 

240,000 

66,573,000 

3  - 

0  - 

3 

COMPTROLLER’S  DECISION 

First  National  Interim  Bank  of  Valdosta  (Organizing), 
Valdosta,  Ga.,  is  being  organized  by  SBT  Corporation, 
Savannah,  Ga.,  a  bank  holding  company.  The  merger 
of  The  First  National  Bank  of  Valdosta,  Valdosta,  Ga., 
into  First  National  Interim  Bank  of  Valdosta  is  part  of  a 
process  whereby  SBT  Corporation,  will  acquire  100 
percent  (less  directors’  qualifying  shares)  of  The  First 
National  Bank  of  Valdosta.  The  merger  is  a  vehicle  for 
a  bank  holding  company  acquisition  and  combines  a 
nonoperating  bank  with  an  existing  commercial  bank. 

As  such,  it  presents  no  competitive  issues  under  the 
Bank  Merger  Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

*  * 


information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

February  25,  1981 . 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
the  First  National  Bank  of  Valdosta  would  become  a 
subsidiary  of  SBT  Corporation,  a  bank  holding  com¬ 
pany.  The  instant  merger,  however,  would  merely  com¬ 
bine  an  existing  bank  with  a  nonoperating  institution; 
as  such,  and  without  regard  to  the  surviving  bank  by 
SBT  Corporation,  it  would  have  no  effect  on  competi¬ 
tion. 

* 


THE  FIRST  NATIONAL  BANK  OF  EL  DORADO, 

El  Dorado,  Ark.,  and  First  National  Bank  of  El  Dorado,  El  Dorado,  Ark. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In 

operation 

To  be 
operated 

The  First  National  Bank  of  El  Dorado,  El  Dorado,  Ark.  (7046),  with . 

and  First  National  Bank  of  El  Dorado  (Organizing),  El  Dorado,  Ark.  (7046),  which  had . 

merged  April  8,  1981,  under  charter  of  the  former  bank  (7046)  and  title  of  the  former.  The  merged 
bank  at  date  of  merger  had . 

$149,290,000 

120,000 

149,170,000 

1 

0 

1 

COMPTROLLER’S  DECISION 

First  National  Bank  of  El  Dorado  (Organizing),  El  Do¬ 
rado,  Ark.,  is  being  organized  by  First  United  Banc- 
shares,  Inc.,  El  Dorado,  a  bank  holding  company.  The 
merger  of  The  First  National  Bank  of  El  Dorado,  El  Do¬ 
rado,  into  First  National  Bank  of  El  Dorado  is  part  of  a 
process  whereby  First  United  Bancshares,  Inc.,  will 
acquire  100  percent  (less  directors’  qualifying  shares) 
of  The  First  National  Bank  of  El  Dorado.  The  merger  is 
a  vehicle  for  a  bank  holding  company  acquisition  and 
combines  a  nonoperating  bank  with  an  existing  com¬ 
mercial  bank  As  such,  it  presents  no  competitive  is¬ 
sues  under  the  Bank  Merger  Act,  12  USC  1828(c). 


The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 
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This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

March  2,  1981 . 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 


the  First  National  Bank  of  El  Dorado  would  become  a 
subsidiary  of  First  United  Bancshares,  Inc.,  a  holding 
company.  The  instant  merger,  however,  would  merely 
combine  an  existing  bank  with  a  nonoperating  institu¬ 
tion;  as  such,  and  without  regard  to  the  acquisition  of 
the  surviving  bank  by  First  United  Bancshares,  Inc.,  it 
would  have  no  effect  on  competition. 

*  * 


FIRST  NATIONAL  BANK  AND  TRUST  COMPANY, 
Centralia,  III.,  and  Centralia  National  Bank,  Centralia,  III. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

First  National  Bank  and  Trust  Company,  Centralia,  III.  (11923),  with . 

and  Centralia  National  Bank  (Organizing),  Centralia,  III.,  which  had . 

merged  April  14,  1981,  under  charter  of  the  latter  (11923)  and  title  of  the  former.  The  merged  bank 
at  date  of  merger  had . 

$95,296,000 

120,000 

95,300,000 

3  - 

0  - 

3 

COMPTROLLER'S  DECISION 

Centralia  National  Bank  (Organizing),  Centralia,  III.,  is 
being  organized  by  First  Banc  Group,  Inc.,  Centralia,  a 
bank  holding  company.  The  merger  of  First  National 
Bank  and  Trust  Company,  Centralia,  into  Centralia  Na¬ 
tional  Bank  is  part  of  a  process  whereby  First  Banc 
Group,  Inc.,  will  acquire  100  percent  (less  directors’ 
qualifying  shares)  of  First  National  Bank  and  Trust 
Company.  The  merger  is  a  vehicle  for  a  bank  holding 
company  acquisition  and  combines  a  nonoperating 
bank  with  an  existing  commercial  bank.  As  such,  it 
presents  no  competitive  issues  under  the  Bank  Merger 
Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

March  2,  1981 . 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
the  First  National  Bank  and  Trust  Company  would  be¬ 
come  a  subsidiary  of  First  Banc  Group,  Inc.,  a  bank 
holding  company.  The  instant  merger,  however,  would 
merely  combine  an  existing  bank  with  a  nonoperating 
institution;  as  such,  and  without  regard  to  the  acquisi¬ 
tion  of  the  surviving  bank  by  First  Banc  Group,  Inc.,  it 
would  have  no  effect  on  competition. 
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THE  FARMERS  &  MERCHANTS  NATIONAL  BANK  OF  KAUFMAN, 
Kaufman,  Tex.,  and  New  Merchants  National  Bank,  Kaufman,  Tex. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

The  Farmers  &  Merchants  National  Bank  of  Kaufman,  Kaufman,  Tex.  (10757),  with . 

and  New  Merchants  National  Bank  (Organizing),  Kaufman,  Tex.,  which  had . 

merged  April  22,  1981,  under  charter  of  the  latter  (10757)  and  title  of  the  former.  The  merged  bank 
at  date  of  merger  had . 

$36,446,116 

60,000 

36,456,014 

1  - 

0  - 

1 

COMPTROLLER’S  DECISION 

New  Merchants  National  Bank  (Organizing),  Kauf¬ 
man,  Tex.,  is  being  organized  by  Commerce  South¬ 
west,  Inc.,  Dallas,  a  bank  holding  company.  The  mer¬ 
ger  of  The  Farmers  &  Merchants  National  Bank  of 
Kaufman,  Kaufman,  into  New  Merchants  National  Bank 
is  part  of  a  process  whereby  Commerce  Southwest 
Inc.,  will  acquire  100  percent  (less  directors’  qualifying 
shares)  of  The  Farmers  &  Merchants  National  Bank  of 
Kaufman.  The  merger  is  a  vehicle  for  a  bank  holding 
company  acquisition  and  combines  a  nonoperating 
bank  with  an  existing  commercial  bank.  As  such,  it 
presents  no  competitive  issues  under  the  Bank  Merger 
Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

March  23,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
The  Farmers  &  Merchants  National  Bank  of  Kaufman 
would  become  a  subsidiary  of  Commerce  Southwest 
Inc.,  a  bank  holding  company.  The  instant  merger, 
however,  would  merely  combine  an  existing  bank  with 
a  nonoperating  institution;  as  such,  and  without  regard 
to  the  acquisition  of  the  surviving  bank  by  Commerce 
Southwest,  Inc.,  it  would  have  no  effect  on  competi¬ 
tion. 

* 


FIRST  NATIONAL  BANK  IN  CHICAGO  HEIGHTS, 


Chicago  Heights,  III.,  and  Second  National  Bank  in  Chicago  Heights,  Chicago  Heights,  III. 

Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

First  National  Bank  in  Chicago  Heights,  Chicago  Heights,  III.  (13373),  with . 

and  Second  National  Bank  in  Chicago  Heights  (Organizing),  Chicago  Heights,  III.,  which  had . 

merged  April  30,  1981,  under  charter  of  the  latter  (13373)  and  title  "First  National  Bank  in  Chicago 
Heights.”  The  merged  bank  at  date  of  merger  had . 

$85,407,000 

120,000 

85,527,000 

2  - 

0  - 

2 

COMPTROLLER'S  DECISION 

Second  National  Bank  in  Chicago  Heights  (Organiz¬ 
ing),  Chicago  Heights,  III.,  is  being  organized  by  FNB 
Bancorp  ,  Inc.,  Chicago  Heights,  a  bank  holding  com¬ 
pany  The  merger  of  First  National  Bank  in  Chicago 
Heights,  Chicago  Heights,  into  Second  National  Bank 
in  Chicago  Heights  is  part  of  a  process  whereby  FNB 
Bancorp  ,  Inc  ,  will  acquire  100  percent  (less  directors’ 
qualifying  shares)  of  First  National  Bank  in  Chicago 
Heights  The  merger  is  a  vehicle  for  a  bank  holding 
company  acquisition  and  combines  a  nonoperating 


bank  with  an  existing  commercial  bank.  As  such,  it 
presents  no  competitive  issues  under  the  Bank  Merger 
Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

A  review  of  the  record  of  this  application  and  other 
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information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  reguired 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

March  30,  1981 . 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
the  First  National  Bank  in  Chicago  Heights  would  be¬ 
come  a  subsidiary  of  FNB  Bancorp.,  Inc.,  a  bank  hold¬ 
ing  company.  The  instant  merger,  however,  would 
merely  combine  an  existing  bank  with  a  nonoperating 
institution;  as  such,  and  without  regard  to  the  acquisi¬ 
tion  of  the  surviving  bank  by  FNB  Bancorp.,  Inc.,  it 
would  have  no  effect  on  competition. 

* 


THE  CITIZENS  NATIONAL  BANK  OF  WAUKEGAN, 

Waukegan,  III.,  and  Republic  National  Bank  of  Waukegan,  Waukegan,  III. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

The  Citizens  National  Bank  of  Waukegan,  Waukegan,  III.  (14364),  with . 

and  Republic  National  Bank  of  Waukegan  (Organizing),  Waukegan,  III.  (14364),  which  had . 

merged  May  1,  1981,  under  charter  of  the  latter  (14364)  and  title  of  the  former.  The  merged  bank  at 
date  of  merger  had . 

$145,292,000 

240,000 

145,532,000 

2  - 

0  - 

2 

COMPTROLLER'S  DECISION 

Republic  National  Bank  of  Waukegan  (Organizing), 
Waukegan,  III.,  is  being  organized  by  Citizens  Ban¬ 
corp.,  Inc.,  Waukegan,  a  bank  holding  company.  The 
merger  of  The  Citizens  National  Bank  of  Waukegan 
into  Republic  National  Bank  of  Waukegan  is  part  of  a 
process  whereby  Citizens  Bancorp.,  Inc.,  will  acquire 
100  percent  (less  directors’  qualifying  shares)  of  The 
Citizens  National  Bank  of  Waukegan.  The  merger  is  a 
vehicle  for  a  bank  holding  company  acquisition  and 
combines  a  nonoperating  bank  with  an  existing  com¬ 
mercial  bank.  As  such,  it  presents  no  competitive  is¬ 
sues  under  the  Bank  Merger  Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

March  19,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
Citizens  National  Bank  of  Waukegan  would  become  a 
subsidiary  of  Citizens  Bancorp.,  Inc.,  a  bank  holding 
company.  The  instant  merger,  however,  would  merely 
combine  an  existing  bank  with  a  nonoperating  institu¬ 
tion;  as  such,  and  without  regard  to  the  acquisition  of 
the  surviving  bank  by  Citizens  Bancorp.,  Inc.,  it  would 
have  no  effect  on  competition. 

* 
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FIRST  NATIONAL  BANK  OF  LIBERTYVILLE, 

Libertyville,  III.,  and  Second  National  Bank  of  Libertyville,  Libertyville,  III. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

First  National  Bank  of  Libertyville,  Libertyville,  III.  (13718),  with . 

and  Second  National  Bank  of  Libertyville  (Organizing),  Libertyville,  III.  (13718),  which  had . 

merged  May  1,  1981,  under  charter  of  the  latter  (13718)  and  title  of  the  former.  The  merged  bank  at 
date  of  merger  had . 

$95,195,000 

120,000 

97,460,000 

2  - 

0  - 

2 

COMPTROLLER’S  DECISION 

Second  National  Bank  of  Libertyville  (Organizing),  Li¬ 
bertyville,  III.,  is  being  organized  by  First  Lake  County 
Corporation,  Libertyville,  a  bank  holding  company.  The 
merger  of  First  National  Bank  of  Libertyville,  Liber¬ 
tyville,  into  Second  National  Bank  of  Libertyville  is  part 
of  a  process  whereby  First  Lake  County  Corporation 
will  acquire  100  percent  (less  directors'  qualifying 
shares)  of  First  National  Bank  of  Libertyville.  The  mer¬ 
ger  is  a  vehicle  for  a  bank  holding  company  acquisi¬ 
tion  and  combines  a  nonoperating  bank  with  an  exist¬ 
ing  commercial  bank.  As  such,  it  presents  no 
competitive  issues  under  the  Bank  Merger  Act,  12 
USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

*  * 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

March  9,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
First  National  Bank  of  Libertyville  would  become  a  sub¬ 
sidiary  of  First  Lake  County  Corporation,  a  bank  hold¬ 
ing  company.  The  instant  merger,  however,  would 
merely  combine  an  existing  bank  with  a  nonoperating 
institution;  as  such,  and  without  regard  to  the  acquisi¬ 
tion  of  the  surviving  bank  by  First  Lake  County  Corpo¬ 
ration,  it  would  have  no  effect  on  competition. 

* 


THE  SECOND  NATIONAL  BANK  OF  DANVILLE, 

Danville,  III.,  and  The  Third  National  Bank  of  Danville,  Danville,  III. 


Names  of  banks  and  type  of  transaction 


The  Second  National  Bank  of  Danville,  Danville,  III.  (2584),  with . 

and  The  Third  National  Bank  of  Danville  (Organizing),  Danville,  III.  (2584),  which  had . 

merged  May  1,  1981,  under  charter  of  the  latter  (2584)  and  title  of  the  former.  The  merged  bank  at 
date  of  merger  had . 


Banking  offices 

Total 

assets  In  To  be 

operation  operated 


$136,849,000  3  — 

120,000  0  — 

136,969,000  -  3 


COMPTROLLER'S  DECISION 

The  Third  National  Bank  of  Danville  (Organizing),  Dan¬ 
ville,  III.,  is  being  organized  by  Danville  Bancshares, 
Inc.,  Danville,  a  bank  holding  company.  The  merger  of 
The  Second  National  Bank  of  Danville,  Danville,  into 
The  Third  National  Bank  of  Danville  is  part  of  a  process 
whereby  Danville  Bancshares,  Inc.,  will  acquire  100 
percent  (less  directors'  qualifying  shares)  of  The  Sec¬ 
ond  National  Bank  of  Danville  The  merger  is  a  vehicle 
for  a  bank  holding  company  acquisition  and  combines 
a  nonoperating  bank  with  an  existing  commercial 
bank  As  such,  it  presents  no  competitive  issues  under 
the  Bank  Merger  Act,  12  USC  1828(c) 


The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 
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This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

March  27,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 


the  Second  National  Bank  of  Danville  would  become  a 
subsidiary  of  Danville  Bancshares,  Inc.,  a  bank  hold¬ 
ing  company.  The  instant  merger,  however,  would 
merely  combine  an  existing  bank  with  a  nonoperating 
institution;  as  such,  and  without  regard  to  the  acquisi¬ 
tion  of  the  surviving  bank  by  Danville  Bancshares,  Inc., 
it  would  have  no  effect  on  competition. 


THE  COUNTRY  BANK,  NATIONAL  ASSOCIATION, 

Shelburne  Falls,  Mass.,  and  Old  Colony  Bank  of  Franklin  County,  National  Association,  Shelburne  Falls,  Mass. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

The  Country  Bank,  National  Association,  Shelburne  Falls,  Mass.  (1144),  with . 

and  Old  Colony  Bank  of  Franklin  County,  National  Association  (Organizing),  Shelburne  Falls,  Mass., 

which  had . 

merged  May  4,  1981,  under  charter  and  title  of  ‘Old  Colony  Bank  of  Franklin  County,  National 
Association"  (1 144).  The  merged  bank  at  date  of  merger  had . 

$20,271,000 

124,000 

20,395,000 

4  - 

0  - 

4 

COMPTROLLER'S  DECISION 

Old  Colony  Bank  of  Franklin  County,  National  Associa¬ 
tion  (Organizing),  Shelburne  Falls,  Mass.,  is  being  or¬ 
ganized  by  First  National  Boston  Corporation,  Boston, 
a  bank  holding  company.  The  merger  of  The  Country 
Bank,  National  Association,  Shelburne  Falls,  into  Old 
Colony  Bank  of  Franklin  County,  National  Association, 
is  part  of  a  process  whereby  First  National  Boston  Cor¬ 
poration  will  acquire  100  percent  (less  directors’  quali¬ 
fying  shares)  of  The  Country  Bank,  National  Associa¬ 
tion.  The  merger  is  a  vehicle  for  a  bank  holding 
company  acquisition  and  combines  a  nonoperating 
bank  with  an  existing  commercial  bank.  As  such,  it 
presents  no  competitive  issues  under  the  Bank  Merger 
Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

March  27,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  plan  through  which 
The  Country  Bank,  National  Association,  would  be¬ 
come  a  subsidiary  of  First  National  Boston  Corpora¬ 
tion,  a  bank  holding  company.  The  instant  merger, 
however,  would  merely  combine  an  existing  bank  with 
a  nonoperating  institution;  as  such,  and  without  regard 
to  the  acquisition  of  the  surviving  bank  by  First  Na¬ 
tional  Boston  Corp.,  it  would  have  no  effect  on  compe¬ 
tition. 

*  * 
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FIRST  NATIONAL  BANK  IN  NEW  CASTLE, 

New  Castle,  Ind. ,  and  Henry  National  Bank,  New  Castle,  Ind. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

First  National  Bank  in  New  Castle,  New  Castle,  Ind.  (13816),  with . 

and  Henry  National  Bank  (Organizing),  New  Castle,  Ind.,  which  had . 

merged  May  11,  1981,  under  charter  of  the  latter  (13816)  and  title  of  the  former.  The  merged  bank 
at  date  of  merger  had . 

$42,142,000 

120,000 

40,835,000 

3  - 

0  - 

3 

COMPTROLLER’S  DECISION 

Henry  National  Bank  (Organizing),  New  Castle,  Ind.,  is 
being  organized  by  First  National  Bancorp.,  New  Cas¬ 
tle,  a  bank  holding  company.  The  merger  of  First  Na¬ 
tional  Bank  in  New  Castle,  New  Castle,  into  Henry  Na¬ 
tional  Bank  is  part  of  a  process  whereby  First  National 
Bancorp.,  will  acquire  100  percent  (less  directors’ 
qualifying  shares)  of  First  National  Bank  in  New  Castle. 
The  merger  is  a  vehicle  for  a  bank  holding  company 
acquisition  and  combines  a  nonoperating  bank  with  an 
existing  commercial  bank.  As  such,  it  presents  no 
competitive  issues  under  the  Bank  Merger  Act,  12 
USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

April  9,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
the  First  National  Bank  of  New  Castle  would  become  a 
subsidiary  of  First  National  Bancorp,  a  bank  holding 
company.  The  instant  merger,  however,  would  merely 
combine  an  existing  bank  with  a  nonoperating  institu¬ 
tion;  as  such,  and  without  regard  to  the  acquisition  of 
the  surviving  bank  by  First  National  Bancorp,  it  would 
have  no  effect  on  competition. 

*  * 


THE  FIRST  NATIONAL  BANK  OF  ALGER  COUNTY  AT  MUNISING, 
Munising,  Mich.,  and  AC  National  Bank,  Munising,  Mich. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In 

operation 

To  be 
operated 

The  First  National  Bank  of  Alger  County  at  Munising,  Munising,  Mich.  (9000),  with . 

and  AC  National  Bank  (Organizing),  Munising,  Mich.  (9000),  which  had . 

consolidated  May  11,  1981,  under  charter  of  the  former  (9000)  and  title  “The  First  National  Bank  of 
Alger  County.”  The  consolidated  bank  at  date  of  consolidation  had . 

$16,516,065 

120,000 

16,636,065 

2 

0 

2 

COMPTROLLER’S  DECISION 

AC  National  Bank  (Organizing),  Munising,  Mich.,  is  be¬ 
ing  organized  by  First  American  Bank  Corporation,  Ka¬ 
lamazoo,  Mich.,  a  bank  holding  company.  The  consoli¬ 
dation  of  The  First  National  Bank  of  Alger  County  at 
Munising,  Munising,  and  AC  National  Bank  is  part  of  a 
process  whereby  First  American  Bank  Corporation  will 
acquire  100  percent  (less  directors'  qualifying  shares) 
of  The  First  National  Bank  of  Alger  County  at  Munising. 
The  consolidation  is  a  vehicle  for  a  bank  holding  com¬ 
pany  acquisition  and  combines  a  nonoperating  bank 


with  an  existing  commercial  bank.  As  such,  it  presents 
no  competitive  issues  under  the  Bank  Merger  Act,  12 
USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  consolidation,  the  resulting  bank 
will  draw  on  the  financial  and  managerial  resources  of 
its  new  corporate  parent  That  will  permit  it  to  more  ef¬ 
fectively  serve  the  convenience  and  needs  of  its  com¬ 
munity. 
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A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  consolidation. 

April  9,  1981. 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  consolidation  is  part  of  a  plan  through 
which  the  First  National  Bank  of  Alger  County  would 
become  a  subsidiary  of  First  American  Bank  Corpora¬ 
tion,  a  bank  holding  companry.  The  instant  merger, 
however,  would  merely  combine  an  existing  bank  with 
a  nonoperating  institution;  as  such,  and  without  regard 
to  the  acquisition  of  the  surviving  bank  by  First  Ameri¬ 
can  Bank  Corporation,  it  would  have  no  effect  on  com¬ 
petition 

* 


GULFWAY  NATIONAL  BANK  OF  CORPUS  CHRISTI, 


Corpus  Christi,  Tex.,  and  Gulfway  Commerce  Bank,  National  Association,  Corpus  Christi,  Tex. 

Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

Gulfway  National  Bank  of  Corpus  Christi,  Corpus  Christi,  Tex.  (15431),  with . 

and  Gulfway  Commerce  Bank,  National  Association  (Organizing),  Corpus  Christi,  Tex.,  which  had  .  . 
merged  May  19.  1981,  under  charter  of  the  latter  (15431)  and  title  of  the  former.  The  merged  bank 
at  date  of  merger  had  . 

$36,704,000 

240,000 

36,664,000 

1  - 

0  - 

1 

COMPTROLLER'S  DECISION 

Gulfway  Commerce  Bank,  National  Association  (Orga¬ 
nizing),  Corpus  Christi,  Tex.,  is  being  organized  by 
Texas  Commerce  Bancshares,  Inc.,  Houston,  a  bank 
holding  company.  The  merger  of  Gulfway  National 
Bank  of  Corpus  Christi,  Corpus  Christi,  into  Gulfway 
Commerce  Bank,  National  Association,  is  part  of  a 
process  whereby  Texas  Commerce  Bancshares,  Inc., 
will  acquire  100  percent  (less  directors’  qualifying 
shares)  of  Gulfway  National  Bank  of  Corpus  Christi. 
The  merger  is  a  vehicle  for  a  bank  holding  company 
acquisition  and  combines  a  nonoperating  bank  with  an 
existing  commercial  bank.  As  such,  it  presents  no 
competitive  issues  under  the  Bank  Merger  Act,  12 
USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

March  19,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
Gulfway  National  Bank  of  Corpus  Christi  would  be¬ 
come  a  subsidiary  of  Texas  Commerce  Bancshares, 
Inc.,  a  bank  holding  company.  The  instant  merger, 
however,  would  merely  combine  an  existing  bank  with 
a  nonoperating  institution;  as  such,  and  without  regard 
to  the  acquisition  of  the  surviving  bank  by  Texas  Com¬ 
merce  Bancshares,  Inc.,  it  would  have  no  effect  on 
competition. 
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AURORA  NATIONAL  BANK, 

Aurora,  III.,  and  Citizens  National  Bank  of  Aurora,  Aurora,  III. 


Banking  offices 

Names  of  banks  and  type  of  transaction  Total 

assets  In  To  be 

operation  operated 


Aurora  National  Bank,  Aurora,  III.  (14161),  with .  $92,700,000  2  — 

and  Citizens  National  Bank  of  Aurora  (Organizing),  Aurora,  III.,  which  had .  240,000  0  — 

merged  May  21,  1981,  under  charter  of  the  latter  bank  (14161)  and  title  of  the  former.  The  merged 

bank  at  date  of  merger  had .  92,940,000  -  2 


COMPTROLLER’S  DECISION 

Citizens  National  Bank  of  Aurora  (Organizing),  Aurora, 

III.,  is  being  organized  by  Aurora  Bancshares  Corpora¬ 
tion,  Aurora,  a  bank  holding  company.  The  merger  of 
Aurora  National  Bank,  Aurora,  into  Citizens  National 
Bank  of  Aurora  is  part  of  a  process  whereby  Aurora 
Bancshares  Corporation  will  acquire  100  percent  (less 
directors'  qualifying  shares)  of  Aurora  National  Bank. 
The  merger  is  a  vehicle  for  a  bank  holding  company 
acquisition  and  combines  a  nonoperating  bank  with  an 
existing  commercial  bank.  As  such,  it  presents  no 
competitive  issues  under  the  Bank  Merger  Act,  12 
USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

*  * 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

April  21,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
Aurora  National  Bank  would  become  a  subsidiary  of 
Aurora  Bancshares  Corporation,  a  bank  holding  com¬ 
pany.  The  instant  merger,  however,  would  merely  com¬ 
bine  an  existing  bank  with  a  nonoperating  institution; 
as  such,  and  without  regard  to  the  acquisition  of  the 
surviving  bank  by  Aurora  Bancshares  Corporation,  it 
would  have  no  effect  on  competition. 

* 


MELROSE  PARK  NATIONAL  BANK, 

Melrose  Park,  III.,  and  Melrose  Bank,  N.A.,  Melrose  Park,  III. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In 

operation 

To  be 
operated 

Melrose  Park  National  Bank,  Melrose  Park,  III.  (14453),  with . 

$127,466,000 

3 

and  Melrose  Bank,  N.A.  (Organizing),  Melrose  Park,  III.,  which  had . 

240,000 

0 

merged  May  26,  1981,  under  charter  of  the  latter  (14453)  and  title  of  the  former.  The  merged  bank 
at  date  of  merger  had . 

128,966,000 

3 

COMPTROLLER’S  DECISION 

Melrose  Bank,  N.A.  (Organizing),  Melrose  Park,  III.,  is 
being  organized  by  National  Bancorp,  Inc.,  Melrose 
Park,  a  bank  holding  company.  The  merger  of  Melrose 
Park  National  Bank,  Melrose  Park,  into  Melrose  Bank, 
N  A  .  is  a  part  of  a  process  whereby  National  Bancorp, 
Inc  will  acquire  100  percent  (less  directors’  qualifying 
shares)  of  Melrose  Park  National  Bank.  The  merger  is 
a  vehicle  for  a  bank  holding  company  acquisition  and 
combines  a  nonoperating  bank  with  an  existing  com¬ 
mercial  bank  As  such,  it  presents  no  competitive  is¬ 
sues  under  the  Bank  Merger  Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 


tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant's  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 
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This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

April  22,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 


the  Melrose  Park  National  Bank  would  become  a  sub¬ 
sidiary  of  National  Bancorp,  Inc.,  a  bank  holding  com¬ 
pany.  The  instant  merger,  however,  would  merely  com¬ 
bine  an  existing  bank  with  a  nonoperating  institution; 
as  such  and  without  regard  to  the  acquisition  of  the 
surviving  bank  by  National  Bancorp,  Inc.,  it  would 
have  no  effect  on  competition. 


THE  TEXAS  NATIONAL  BANK  OF  WACO, 

Waco,  Tex.,  and  New  Texas  National  Bank,  Waco,  Tex. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

The  Texas  National  Bank  of  Waco,  Waco,  Tex.  (6572),  with . 

and  New  Texas  National  Bank  (Organizing),  Waco.  Tex.,  which  had . 

merged  May  26,  1981,  under  charter  of  the  latter  (6572)  and  title  of  the  former.  The  merged  bank  at 
date  of  merger  had . 

$58,195,000 

240,000 

58,435,000 

1  - 

0  - 

1 

COMPTROLLER'S  DECISION 

New  Texas  National  Bank  (Organizing).  Waco,  Tex.,  is 
being  organized  by  Central  Texas  Bancorp,  Inc., 
Waco,  a  bank  holding  company.  The  merger  of  The 
Texas  National  Bank  of  Waco,  Waco,  into  New  Texas 
National  Bank  is  part  of  a  process  whereby  Central 
Texas  Bancorp,  Inc.,  will  acquire  100  percent  (less  di¬ 
rectors'  qualifying  shares)  of  the  Texas  National  Bank 
of  Waco.  The  merger  is  a  vehicle  for  a  bank  holding 
company  acquisition  and  combines  a  nonoperating 
bank  with  an  existing  commercial  bank.  As  such,  it 
presents  no  competitive  issues  under  the  Bank  Merger 
Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

April  24,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
the  Texas  National  Bank  of  Waco  would  become  a 
subsidiary  of  Central  Texas  Bancorp,  Inc.,  a  bank 
holding  company.  The  instant  merger,  however,  would 
merely  combine  an  existing  bank  with  a  nonoperating 
institution;  as  such,  and  without  regard  to  the  acquisi¬ 
tion  of  the  surviving  bank  by  Central  Texas  Bancorp, 
Inc.,  it  would  have  no  effect  on  competition. 
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MADISON  NATIONAL  BANK, 

Washington,  D.C.,  and  MNB  National  Bank,  Washington,  D.C. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

Madison  National  Bank,  Washington,  D.C.  (15208),  with . 

and  MNB  National  Bank  (Organizing),  Washington,  D.C.  (15208),  which  had . 

merged  May  29,  1981,  under  charter  of  the  latter  bank  (15208)  and  title  "Madison  National  Bank." 
The  merged  bank  at  date  of  merger  had . 

$188,249,000 

247,000 

188,249,000 

7  - 

0  - 

7 

COMPTROLLER'S  DECISION 

MNB  National  Bank  (Organizing),  Washington,  D  C.,  is 
being  organized  by  James  Madison  Limited,  Washing¬ 
ton,  D  C.,  a  bank  holding  company.  The  merger  of 
Madison  National  Bank,  Washington,  D  C.,  into  MNB 
National  Bank,  Washington,  D.C.,  is  part  of  a  process 
whereby  James  Madison  Limited  will  acquire  100  per¬ 
cent  (less  directors’  qualifying  shares)  of  Madison  Na¬ 
tional  Bank.  The  merger  is  a  vehicle  for  a  bank  holding 
company  acquisition  and  combines  a  nonoperating 
bank  with  an  existing  commercial  bank.  As  such,  it 
presents  no  competitive  issues  under  the  Bank  Merger 
Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant's  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

April  28,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
the  Madison  National  Bank  would  become  a  subsidi¬ 
ary  of  James  Madison  Limited,  a  bank  holding  com¬ 
pany.  The  instant  merger,  however,  would  merely  com¬ 
bine  an  existing  bank  with  a  nonoperating  institution; 
as  such,  and  without  regard  to  the  acquisition  of  the 
surviving  bank  by  James  Madison  Limited,  it  would 
have  no  effect  on  competition. 

* 


ELMHURST  NATIONAL  BANK, 

Elmhurst,  III.,  and  ENB  National  Bank,  Elmhurst, 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

Elmhurst  National  Bank,  Elmhurst,  III.  (14411),  with . 

and  ENB  National  Bank  (Organizing),  Elmhurst,  III.,  which  had . 

merged  May  30,  1981,  under  charter  of  the  latter  (14411)  and  title  of  the  former.  The  merged  bank 
at  date  of  merger  had . 

$271,572,000 

125,000 

271,697,000 

3  - 

0  - 

3 

COMPTROLLER’S  DECISION 

tities  and  the  future  prospects  of  the  resulting  bank  are 

ENB  National  Bank  (ENB)  (Organizing),  Elmhurst, 
is  being  organized  by  Elm  Bancshares,  Inc.,  Elmhurst, 
a  bank  holding  company.  The  merger  of  Elmhurst  Na¬ 
tional  Bank,  Elmhurst,  into  ENB  is  part  of  a  process 
whereby  Elm  Bancshares,  Inc.,  will  acquire  100  per¬ 
cent  (less  directors'  qualifying  shares)  of  Elmhurst  Na¬ 
tional  Bank  The  merger  is  a  vehicle  for  a  bank  holding 
company  acquisition  and  combines  a  nonoperating 
bank  with  an  existing  commercial  bank.  As  such,  it 
presents  no  competitive  issues  under  the  Bank  Merger 
Act,  12  USC  1828(c) 

The  financial  and  managerial  resources  of  both  en- 

100 


favorable.  After  the  merger,  the  resulting  bank  wil 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant's  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 


by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

April  24,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 

*  * 


THE  RIGGS  NATIONAL  BANK  OF  WASHINGTON,  D.C., 
Washington,  D.C.,  and  Riggs  Bank,  N.A.,  Washington,  D.C. 


Names  of  banks  and  type  of  transaction 


the  Elmhurst  National  Bank  would  become  a  subsidi¬ 
ary  of  Elm  Bancshares,  a  bank  holding  company.  The 
instant  merger,  however,  would  merely  combine  an  ex¬ 
isting  bank  with  a  nonoperating  institution;  as  such  and 
without  regard  to  the  acquisition  of  the  surviving  bank 
by  Elm  Bancshares,  Inc.,  it  would  have  no  effect  on 
competition. 

* 


Banking  offices 

Total 

assets  In  To  be 

operation  operated 


The  Riggs  National  Bank  of  Washington,  D.C.,  Washington,  D  C.  (5046),  with .  $3,353,098,000  25  - 

and  Riggs  Bank,  N.A.  (Organizing),  Washington,  D.C.  (5046),  which  had .  240,000  0  - 

merged  May  31,  1981,  under  charter  of  the  latter  bank  (5046)  and  title  The  Riggs  National  Bank  of 

Washington,  D.C."  The  merged  bank  at  date  of  merger  had .  3,353,338,000  -  25 


COMPTROLLER'S  DECISION 

Riggs  Bank,  N.A.  (Organizing),  Washington,  D.C.,  is 
being  organized  by  Riggs  National  Corporation,  Wash¬ 
ington,  D.C.,  a  bank  holding  company.  The  merger  of 
The  Riggs  National  Bank  of  Washington,  D  C.,  Wash¬ 
ington,  D.C.,  into  Riggs  Bank,  N.A.,  is  part  of  a  process 
whereby  Riggs  National  Corporation  will  acquire  100 
percent  (less  directors'  qualifying  shares)  of  The  Riggs 
National  Bank  of  Washington,  D.C.  The  merger  is  a  ve¬ 
hicle  for  a  bank  holding  company  acquisition  and 
combines  a  nonoperating  bank  with  an  existing  com¬ 
mercial  bank.  As  such,  it  presents  no  competitive  is¬ 
sues  under  the  Bank  Merger  Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

April  27,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
the  Riggs  National  Bank  of  Washington,  D  C.,  would 
become  a  subsidiary  of  Riggs  National  Corporation,  a 
bank  holding  company.  The  instant  merger,  however, 
would  merely  combine  an  existing  bank  with  a  nonop¬ 
erating  institution;  as  such,  and  without  regard  to  the 
acquisition  of  the  surviving  bank  by  Riggs  National 
Corporation,  it  would  have  no  effect  on  competition. 

* 
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THE  STREATOR  NATIONAL  BANK, 

Streator,  III.,  and  Republic  National  Bank  of  Streator,  Streator,  III. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In 

operation 

To  be 
operated 

The  Streator  National  Bank,  Streator,  III.  (2681),  with . 

$90,689,000 

3 

and  Republic  National  Bank  of  Streator  (Organizing),  Streator,  III.  (2681),  which  had . 

merged  June  1,  1981,  under  charter  of  the  latter  bank  (2681)  and  title  “The  Streator  National  Bank." 

120,000 

0 

The  merged  bank  at  date  of  merger  had . 

90,809,000 

3 

COMPTROLLER'S  DECISION 

Republic  National  Bank  of  Streator  (Organizing),  Strea¬ 
tor,  III.,  is  being  organized  by  Streator  Bancorp.,  Inc., 
Streator,  a  bank  holding  company.  The  merger  of  The 
Streator  National  Bank,  Streator,  into  Republic  National 
Bank  of  Streator  is  part  of  a  process  whereby  Streator 
Bancorp.,  Inc.,  will  acquire  100  percent  (less  directors' 
qualifying  shares)  of  The  Streator  National  Bank.  The 
merger  is  a  vehicle  for  a  bank  holding  company  acqui¬ 
sition  and  combines  a  nonoperating  bank  with  an  ex¬ 
isting  commercial  bank.  As  such,  it  presents  no  com¬ 
petitive  issues  under  the  Bank  Merger  Act,  12  USC 
1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

April  22,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
Streator  National  Bank  would  become  a  subsidiary  of 
Streator  Bancorp.,  Inc.,  a  bank  holding  company.  The 
instant  merger,  however,  would  merely  combine  an  ex¬ 
isting  bank  with  a  nonoperating  institution;  as  such, 
and  without  regard  to  the  acquisition  of  the  surviving 
bank  by  Streator  Bancorp.,  Inc.,  it  would  have  no  ef¬ 
fect  on  competition. 

* 


THE  SULLIVAN  COUNTY  NATIONAL  BANK  OF  LIBERTY, 
Liberty,  N.Y.,  and  59  N.  Main  Street  National  Bank,  Liberty,  N.Y. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In 

operation 

To  be 
operated 

The  Sullivan  County  National  Bank  of  Liberty,  Liberty,  N.Y.  (4925),  with . 

$91,312,000 

8 

and  59  N  Main  Street  National  Bank  (Organizing),  Liberty,  N.Y.  (4925),  which  had . 

120,000 

0 

consolidated  June  1,  1981,  under  charter  and  title  of  the  former  (4925).  The  consolidated  bank  at 
date  of  consolidation  had . 

91,432,000 

8 

COMPTROLLER'S  DECISION 

The  59  N.  Main  Street  National  Bank  (Organizing),  Lib¬ 
erty,  N.Y.,  is  being  organized  by  United  Bank  Corpora¬ 
tion  of  New  York,  Albany,  N.Y.,  a  bank  holding  com¬ 
pany  The  consolidation  of  The  Sullivan  County 
National  Bank  of  Liberty,  Liberty,  into  59  N.  Main  Street 
National  Bank  is  part  of  a  process  whereby  United 
Bank  Corporation  of  New  York  will  acquire  100  percent 
(less  directors’  qualifying  shares)  of  The  Sullivan 
County  National  Bank  of  Liberty.  The  consolidation  is  a 
vehicle  for  a  bank  holding  company  acquisition  and 
combines  a  nonoperating  bank  with  an  existing  com¬ 
mercial  bank  As  such,  it  presents  no  competitive  is¬ 
sues  under  the  Bank  Merger  Act,  12  USC  1828(c). 


The  financial  and  managerial  resources  of  both 
banks  and  the  future  prospects  of  the  resulting  bank 
are  favorable.  After  the  consolidation,  the  resulting 
bank  will  draw  on  the  financial  and  managerial  re¬ 
sources  of  its  new  corporate  parent.  That  will  permit  it 
to  more  effectively  serve  the  convenience  and  needs 
of  its  community. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant's  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory 
This  decision  is  the  prior  written  approval  required 
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by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  consolidation. 

April  22,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  transaction  is  part  of  a  plan  through 


which  the  Sullivan  County  National  Bank  of  Liberty 
would  become  a  subsidiary  of  United  Bank  Corpora¬ 
tion,  a  bank  holding  company.  The  instant  merger, 
however,  would  merely  combine  an  existing  bank  with 
a  nonoperating  institution;  as  such,  and  without  regard 
to  the  acquisition  of  the  surviving  bank  by  United  Bank 
Corporation,  it  would  have  no  effect  on  competition. 

*  * 


LAKE  AIR  NATIONAL  BANK  OF  WACO, 

Waco,  Tex.,  and  Bosque  Boulevard  National  Bank,  Waco,  Tex. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In 

operation 

To  be 
operated 

Lake  Air  National  Bank  of  Waco,  Waco.  Tex.  (15075),  with . 

$75,183,000 

1 

and  Bosque  Boulevard  National  Bank  (Organizing),  Waco,  Tex.,  which  had . 

240,000 

0 

merged  June  5,  1981,  under  charter  of  the  latter  (15075)  and  title  of  the  former.  The  merged  bank 
at  date  of  merger  had . 

75,423,000 

1 

COMPTROLLER’S  DECISION 

Bosque  Boulevard  National  Bank  (Organizing),  Waco, 
Tex.,  is  being  organized  by  First  International  Banc- 
shares,  Inc.,  Dallas,  a  bank  holding  company.  The 
merger  of  Lake  Air  National  Bank  of  Waco,  Waco,  into 
Bosque  Boulevard  National  Bank  is  part  of  a  process 
whereby  First  International  Bancshares,  Inc.,  will  ac¬ 
quire  100  percent  (less  directors’  qualifying  shares)  of 
Lake  Air  National  Bank  of  Waco.  The  merger  is  a  vehi¬ 
cle  for  a  bank  holding  company  acquisition  and  com¬ 
bines  a  nonoperating  bank  with  an  existing  commer¬ 
cial  bank.  As  such,  it  presents  no  competitive  issues 
under  the  Bank  Merger  Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

A  review  of  the  record  of  this  application  and  other 


information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

May  4,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
the  Lake  Air  National  Bank  of  Waco  would  become  a 
subsidiary  of  First  International  Bancshares,  Inc.,  a 
bank  holding  company.  The  instant  merger,  however, 
would  merely  combine  an  existing  bank  with  a  nonop¬ 
erating  institution;  as  such  and  without  regard  to  the 
acquisition  of  the  surviving  bank  by  First  International 
Bancshares,  Inc.,  it  would  have  no  effect  on  competi¬ 
tion. 

*  * 
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SAN  FELIPE  BANK,  N.A., 

Houston,  Tex.,  and  Woodway  National  Bank,  Houston,  Tex. 


Banking  offices 

Names  of  banks  and  type  of  transaction  Total 

assets  In  To  be 

operation  operated 


San  Felipe  Bank,  N.A.,  Houston,  Tex.  (16096),  with .  $102,809,000  1  — 

and  Woodway  National  Bank  (Organizing),  Houston,  Tex.,  which  had .  240,000  0  — 

merged  June  10,  1981,  under  charter  of  the  latter  (16096)  and  title  of  the  former.  The  merged  bank 

at  date  of  merger  had .  103,049,000  -  1 


COMPTROLLER'S  DECISION 

Woodway  National  Bank  (Organizing),  Houston,  Tex., 
is  being  organized  by  First  International  Bancshares, 
Inc.,  Dallas,  a  bank  holding  company.  The  merger  of 
San  Felipe  Bank,  N.A.,  into  Woodway  National  Bank, 
Houston,  is  part  of  a  process  whereby  First  Interna¬ 
tional  Bancshares,  Inc.,  will  acquire  100  percent  (less 
directors’  qualifying  shares)  of  San  Felipe  Bank,  N.A. 
The  merger  is  a  vehicle  for  a  bank  holding  company 
acquisition  and  combines  a  nonoperating  bank  with  an 
existing  commercial  bank.  As  such,  it  presents  no 
competitive  issues  under  the  Bank  Merger  Act,  12 
USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

*  * 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

May  4,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
the  San  Felipe  Bank,  N.A.,  would  become  a  subsidiary 
of  First  International  Bancshares,  Inc.,  a  bank  holding 
company.  The  instant  merger,  however,  would  merely 
combine  an  existing  bank  with  a  nonoperating  institu¬ 
tion;  as  such  and  without  regard  to  the  acquisition  of 
the  surviving  bank  by  First  International  Bancshares, 
Inc.,  it  would  have  no  effect  on  competition. 

* 


THE  COMMERCIAL  NATIONAL  BANK  OF  BEEVILLE, 

Beeville,  Tex.,  and  The  Commercial  Bank  of  Beeville,  Beeville,  Tex. 


Names  of  banks  and  type  of  transaction 

Total 

assets' 

Banking  offices 

in 

operation 

To  be 
operated 

The  Commercial  National  Bank  of  Beeville,  Beeville,  Tex.  (4866),  with . 

$60,758,000 

2 

and  The  Commercial  Bank  of  Beeville  (Organizing),  Beeville,  Tex.,  which  had . 

75,000 

0 

consolidated  June  15,  1981,  under  charter  and  title  of  the  former  (4866).  The  merged  bank  at  date 
of  consolidation  had . 

58,717,000 

2 

COMPTROLLER’S  DECISION 

The  Office  of  the  Comptroller  of  the  Currency  ap¬ 
proved  this  transaction  which  Is  essentially  a  corporate 
reorganization.  Due  to  peculiarities  of  the  approach 
taken,  the  official  decision  was  made  by  the  Federal 
Deposit  Insurance  Corporation. 


*  Asset  figures  are  as  of  call  dates  immediately  before  and  after 
transaction 


SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  consolidation  is  part  of  a  plan  through 
which  the  Commercial  National  Bank  of  Beeville  would 
become  a  subsidiary  of  South  Texas  Bancshares,  Inc., 
a  bank  holding  company.  The  instant  transaction,  how¬ 
ever,  would  merely  combine  an  existing  bank  with  a 
nonoperating  institution;  as  such  and  without  regard  to 
the  acquisition  of  the  surviving  bank  by  South  Texas 
Bancshares,  Inc.,  it  would  have  no  effect  on  competi¬ 
tion 
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LOUISIANA  NATIONAL  BANK  OF  BATON  ROUGE, 

Baton  Rouge,  La.,  and  LNB  National  Bank,  Baton  Rouge,  La. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

Louisiana  National  Bank  of  Baton  Rouge,  Baton  Rouge  (9834),  with . 

and  LNB  National  Bank  (Organizing),  Baton  Rouge,  La.,  which  had . 

merged  June  19,  1981,  under  charter  of  the  latter  (9834)  and  title  of  the  former.  The  merged  bank 
at  date  of  merger  had . 

$781,092,000 

247,000 

781,339,000 

26  - 

0  - 

26 

COMPTROLLER’S  DECISION 

LNB  National  Bank  (Organizing),  Baton  Rouge,  La.,  is 
being  organized  by  First  Bancshares  of  Louisiana, 
Inc.,  Baton  Rouge,  a  bank  holding  company.  The  mer¬ 
ger  of  Louisiana  National  Bank  of  Baton  Rouge,  Baton 
Rouge,  into  LNB  National  Bank  is  part  of  a  process 
whereby  First  Bancshares  of  Louisiana,  Inc.,  will  ac¬ 
quire  100  percent  (less  directors’  qualifying  shares)  of 
Louisiana  National  Bank  of  Baton  Rouge.  The  merger 
is  a  vehicle  for  a  bank  holding  company  acquisition 
and  combines  a  nonoperating  bank  with  an  existing 
commercial  bank.  As  such,  it  presents  no  competitive 
issues  under  the  Bank  Merger  Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

A  review  of  the  record  of  this  application  and  other 


information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

May  11,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
the  Louisiana  National  Bank  of  Baton  Rouge  would  be¬ 
come  a  subsidiary  of  First  Bancshares  of  Louisiana, 
Inc.,  a  bank  holding  company.  The  instant  merger, 
however,  would  merely  combine  an  existing  bank  with 
a  nonoperating  institution;  as  such,  and  without  regard 
to  the  acquisition  of  the  surviving  bank  by  First  Banc¬ 
shares  of  Louisiana,  Inc.,  it  would  have  no  effect  on 
competition. 

* 


AMERICAN  NATIONAL  BANK  OF  GARLAND, 

Garland,  Tex.,  and  American  Bank,  National  Association,  Garland,  Tex. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In  To  be 

operation  operated 

American  National  Bank  of  Garland,  Garland,  Tex.  (16297),  with 

and  American  Bank,  National  Association  (Organizing),  Garland,  Tex.,  which  had 

merged  June  22,  1981,  under  charter  of  the  latter  (16297)  and  title  of  the  former.  The  merged  bank 

at  date  of  merger  had  . 

$30,197,000 

246,000 

30,443,000 

1  - 

0  - 

1 

COMPTROLLER’S  DECISION 

American  Bank,  National  Association  (Organizing), 
Garland,  Tex.,  is  being  organized  by  Southwest  Banc¬ 
shares,  Inc.,  Houston,  a  bank  holding  company.  The 
merger  of  American  National  Bank  of  Garland,  Gar¬ 
land,  into  American  Bank,  National  Association,  is  part 
of  a  process  whereby  Southwest  Bancshares,  Inc.,  will 
acquire  100  percent  (less  directors’  qualifying  shares) 
of  American  National  Bank  of  Garland.  The  merger  is  a 
vehicle  for  a  bank  holding  company  acquisition  and 
combines  a  nonoperating  bank  with  an  existing  com¬ 
mercial  bank.  As  such,  it  presents  no  competitive  is¬ 
sues  under  the  Bank  Merger  Act,  12  USC  1828(c). 


The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory 
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This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

May  22,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 

*  * 


the  American  National  Bank  of  Garland  would  become 
a  subsidiary  of  Southwest  Bancshares,  Inc.,  a  bank 
holding  company.  The  instant  merger,  however,  would 
merely  combine  an  existing  bank  with  a  nonoperating 
institution;  as  such  and  without  regard  to  the  acquisi¬ 
tion  of  the  surviving  bank  by  Southwest  Bancshares, 
Inc.,  it  would  have  no  effect  on  competition. 


THE  FIRST  NATIONAL  BANK  OF  CALDWELL, 

Caldwell,  Ohio,  and  Caldwell  New  National  Bank,  Caldwell,  Ohio 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In 

operation 

To  be 
operated 

The  First  National  Bank  of  Caldwell,  Caldwell,  Ohio  (13844),  with . 

$13,077,000 

1 

and  Caldwell  New  National  Bank  (Organizing).  Caldwell,  Ohio,  which  had . 

120,000 

0 

consolidated  June  30,  1981,  under  charter  (13844)  and  title  of  the  former.  The  consolidated  bank  at 
date  of  consolidation  had . 

13,077,000 

1 

COMPTROLLER’S  DECISION 

Caldwell  New  National  Bank  (Organizing),  Caldwell, 
Ohio,  is  being  organized  by  Peoples  Bancorp  Inc., 
Marietta,  Ohio,  a  bank  holding  company.  The  consoli¬ 
dation  of  The  First  National  Bank  of  Caldwell,  Caldwell, 
with  Caldwell  New  National  Bank  is  part  of  a  process 
whereby  Peoples  Bancorp  Inc.  will  acquire  100  per¬ 
cent  (less  directors’  qualifying  shares)  of  The  First  Na¬ 
tional  Bank  of  Caldwell.  The  consolidation  is  a  vehicle 
for  a  bank  holding  company  acquisition  and  combines 
a  nonoperating  bank  with  an  existing  commercial 
bank.  As  such,  it  presents  no  competitive  issues  under 
the  Bank  Merger  Act,  12  USC  1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  consolidation,  the  resulting  bank 
will  draw  on  the  financial  and  managerial  resources  of 
its  new  corporate  parent.  That  will  permit  it  to  more  ef¬ 
fectively  serve  the  convenience  and  needs  of  its  com¬ 
munity. 

*  * 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  consolidation. 

May  22,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  consolidation  is  part  of  a  plan  through 
which  the  First  National  Bank  of  Caldwell  would  be¬ 
come  a  subsidiary  of  Peoples  Bancorp,  Inc.,  a  bank 
holding  company.  The  instant  transaction,  however, 
would  merely  combine  an  existing  bank  with  a  nonop¬ 
erating  institution;  as  such,  and  without  regard  to  the 
acquisition  of  the  surviving  bank  by  Peoples  Bancorp, 
Inc.,  it  would  have  no  effect  on  competition. 

* 
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PEOPLES  NATIONAL  BANK  OF  WASHINGTON, 

Seattle,  Wash.,  and  New  Peoples  National  Bank  of  Washington,  Seattle,  Wash. 


Names  of  banks  and  type  of  transaction 

Total 

assets 

Banking  offices 

In 

operation 

To  be 
operated 

Peoples  National  Bank  of  Washington,  Seattle,  Wash.  (14394),  with . 

and  New  Peoples  National  Bank  of  Washington  (Organizing),  Seattle,  Wash.  (14394),  which  had  .  .  . 
merged  June  30,  1981,  under  charter  of  the  latter  bank  (14394)  and  title  "Peoples  National  Bank  of 
Washington.”  The  merged  bank  at  date  of  merger  had . 

$1,550,999,000 

240,000 

1,590,569,000 

86 

0 

86 

COMPTROLLER  S  DECISION 

New  Peoples  National  Bank  of  Washington  (Organiz¬ 
ing),  Seattle,  Wash.,  is  being  organized  by  Peoples 
Ban  Corporation,  Seattle,  a  bank  holding  company. 
The  merger  of  Peoples  National  Bank  of  Washington, 
Seattle,  into  New  Peoples  National  Bank  of  Washington 
is  part  of  a  process  whereby  Peoples  Ban  Corporation 
will  acguire  100  percent  (less  directors'  qualifying 
shares)  of  Peoples  National  Bank  of  Washington.  The 
merger  is  a  vehicle  for  a  bank  holding  company  acqui¬ 
sition  and  combines  a  nonoperating  bank  wiih  an  ex¬ 
isting  commercial  bank.  As  such,  it  presents  no  com¬ 
petitive  issues  under  the  Bank  Merger  Act,  12  USC 
1828(c). 

The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  the  commu¬ 
nity. 

*  * 


PIKEVILLE  NATIONAL  BANK  &  TRUST  COMPANY, 
Pikeville,  Ky.,  and  PNB  National  Bank,  Pikeville,  Ky. 


Names  of  banks  and  type  of  transaction 


A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant's  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory. 

This  is  the  prior  written  approval  required  by  the 
Bank  Merger  Act  for  the  applicant  to  proceed  with  the 
proposed  merger. 

May  22,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 
the  Peoples  National  Bank  of  Washington  would  be¬ 
come  a  subsidiary  of  Peoples  Ban  Corporation,  a  bank 
holding  company.  The  instant  transaction  would 
merely  combine  an  existing  bank  with  a  nonoperating 
institution;  as  such,  and  without  regard  to  the  acquisi¬ 
tion  of  the  surviving  bank  by  Peoples  Ban  Corporation, 
it  would  have  no  effect  on  competition. 

* 


Banking  offices 

Total 

assets  In  To  be 

operation  operated 


7  — 

0  — 

—  7 


Pikeville  National  Bank  &  Trust  Company,  Pikeville,  Ky.  (7030),  with .  $236,433,000 

and  PNB  National  Bank  (Organizing),  Pikeville,  Ky.,  which  had .  60,000 

merged  June  30,  1981,  under  charter  of  the  latter  (7030)  and  with  title  of  the  former.  The  merged 

bank  at  date  of  merger  had  .  236,493,000 


COMPTROLLER'S  DECISION 

PNB  National  Bank  (Organizing),  Pikeville,  Ky.,  is  be¬ 
ing  organized  by  Pikeville  National  Corporation,  Pi¬ 
keville,  a  bank  holding  company.  The  merger  of  Pi¬ 
keville  National  Bank  &  Trust  Company  into  PNB 
National  Bank,  Pikeville,  is  part  of  a  process  whereby 
Pikeville  National  Corporation  will  acquire  100  percent 
(less  directors’  qualifying  shares)  of  Pikeville  National 
Bank  &  Trust  Company.  The  merger  is  a  vehicle  for  a 
bank  holding  company  acquisition  and  combines  a 
nonoperating  bank  with  an  existing  commercial  bank 
As  such,  it  presents  no  competitive  issues  under  the 
Bank  Merger  Act,  12  USC  1828(c). 


The  financial  and  managerial  resources  of  both  en¬ 
tities  and  the  future  prospects  of  the  resulting  bank  are 
favorable.  After  the  merger,  the  resulting  bank  will 
draw  on  the  financial  and  managerial  resources  of  its 
new  corporate  parent.  That  will  permit  it  to  more  effec¬ 
tively  serve  the  convenience  and  needs  of  its  commu¬ 
nity. 

A  review  of  the  record  of  this  application  and  other 
information  available  to  this  Office  as  a  result  of  its  reg¬ 
ulatory  responsibilities  revealed  no  evidence  that  the 
applicant’s  record  of  helping  to  meet  the  credit  needs 
of  the  entire  community,  including  low  and  moderate 
income  neighborhoods,  is  less  than  satisfactory 
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This  decision  is  the  prior  written  approval  required 
by  the  Bank  Merger  Act  for  the  applicant  to  proceed 
with  the  proposed  merger. 

April  28,  1981. 

SUMMARY  OF  REPORT  BY  ATTORNEY  GENERAL 

The  proposed  merger  is  part  of  a  plan  through  which 

*  * 


the  Pikeville  National  Bank  &  Trust  Company  would  be¬ 
come  a  subsidiary  of  the  Pikeville  National  Corpora¬ 
tion,  a  bank  holding  company.  The  instant  merger, 
however,  would  merely  combine  an  existing  bank  with 
a  nonoperating  institution;  as  such,  and  without  regard 
to  the  acquisition  of  the  surviving  bank  by  Pikeville  Na¬ 
tional  Corporation,  it  would  have  no  effect  on  competi¬ 
tion. 

* 
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Enforcement  Actions— January  I  to  June  30,  1981 


Civil  Money  Penalties 

1.  Bank  with  assets  of  less  than  $25  million 

The  bank  had  been  operating  under  a  Memorandum 
of  Understanding  with  compliance  being  unsatisfac¬ 
tory.  The  bank  had  continued  to  violate  12  USC  84, 
and  the  last  examination  revealed  two  of  the  lending 
limit  violations  involved  director  interests.  Those  exten¬ 
sions  of  credit  to  directors  which  exceeded  the  bank's 
lending  limit  were  created  by  payment  of  overdrafts, 
violating  12  USC  375b  and  12  CFR  215.4.  Additionally, 
a  shareholder  who  owned  more  than  10  percent  of  the 
bank’s  stock  received  extensions  of  credit  in  excess  of 
$25,000  without  the  prior  approval  of  a  majority  of  the 
board,  violating  12  USC  375b.  Similar  insider  violations 
had  been  cited  in  the  previous  report  of  examination. 

The  Comptroller  assessed  a  $10,000  Civil  Money 
Penalty  against  the  bank  under  12  USC  94(b)  for  three 
Section  84  violations  and  under  12  USC  504  for  the 
four  Section  375b  violations.  The  bank  remitted  pay¬ 
ment. 

2.  Bank  with  assets  of  less  than  $25  million 

The  president  of  the  bank  approved  overdrafts 
which  exceeded  the  lending  limit  in  12  USC  84.  Al¬ 
though  there  had  only  been  one  previously  cited  viola¬ 
tion  in  recent  history,  losses  on  the  extensions  have 
been  significant  and  greater  losses  may  be  sustained 
in  the  future.  The  president  approved  the  extensions 
without  the  knowledge  or  approval  of  the  board. 

Under  12  USC  93(b),  the  Comptroller  assessed  a 
$5,000  Civil  Money  Penalty  against  the  president  for  vi¬ 
olations  of  12  USC  84  and  suspended  $4,000  of  that 
amount  due  to  the  president’s  financial  status.  Pay¬ 
ment  was  remitted  in  two  installments. 

3.  Bank  with  assets  of  less  than  $25  million 

The  bank  was  in  noncompliance  with  a  Formal 
Agreement  and  consented  to  the  issuance  of  an  Order 
to  Cease  and  Desist.  The  Order  required  that  board 
members  who  approved  a  violation  of  12  USC  84  in¬ 
demnify  the  bank  for  the  losses  suffered  as  a  result  of 
the  violation.  The  Formal  Agreement  had  included  pro¬ 
hibitions  against  violation  of  Section  84,  and  the  bank 
had  committed  another  less  significant  violation  of 
Section  84,  in  addition  to  the  one  which  resulted  in  a 
loss  of  $39,000. 

The  Comptroller  assessed  a  $5,000  Civil  Money 
Penalty  against  the  bank  under  12  USC  93(b)  for  the 
violation.  The  board's  willingness  to  cooperate  with  the 
agency  and  to  indemnify  the  bank  against  losses  re¬ 
sulting  from  the  violation  was  considered  a  mitigating 
factor  in  arriving  at  the  amount  of  the  assessment. 

4.  Bank  with  assets  of  $50  to  $75  million 

A  bank  examination  disclosed  that  a  violation  of  12 
USC  84,  which  involved  a  line  of  credit  to  a  director, 
was  in  overline  status  for  over  9  months  and,  at  one 


ateral  decision  by  the  loan  officer  in  charge  allowed 
the  overline  to  persist. 

The  Comptroller  issued  a  Civil  Money  Penalty  as- 
sessment  of  $1,000  against  the  culpable  loan  officer 

5.  Bank  with  assets  of  less  than  $25  million 

An  examination  revealed  that  the  bank’s  president 
was  in  violation  of  12  USC  375a  and  12  USC  375b. 
Over  a  period  of  14  months,  the  president's  account 
had  been  overdrawn  a  total  of  170  days  in  amounts 
exceeding  $16,000.  The  president  asserted  that  he 
had  never  been  accused  of  any  prior  violations  and 
that  the  bank  had  sustained  no  loss  since  he  had  reim¬ 
bursed  it  for  lost  interest.  A  review  of  prior  reports  of 
examination  disclosed  that  the  president  had  been 
cited  for  violating  12  USC  375a  on  three  previous  oc¬ 
casions  and  that  although  the  bank  had  been  reim¬ 
bursed  for  lost  interest  in  1980,  there  had  been  no  re¬ 
imbursement  in  previous  years. 

A  Civil  Money  Penalty  of  $2,000  was  assessed 
against  the  president.  The  penalty  was  based  on  the 
president's  numerous  violations  of  12  USC  375a  and 
12  USC  375b,  aggravated  by  his  history  of  violating 
provisions  of  12  USC  375a. 

6.  Bank  with  assets  of  less  than  $25  million 

The  most  recent  report  of  examination  revealed  sev¬ 
eral  violations  of  12  USC  84.  Review  of  prior  reports 
disclosed  that  those  violations  were  of  a  frequent  and 
recurring  nature.  A  Memorandum  of  Understanding 
had  been  entered  into  several  years  earlier  calling  for 
future  compliance  with  the  lending  limits  of  Section  84; 
however,  no  adequate  measures  had  been  taken  to 
assure  compliance.  The  bank's  president  was  respon¬ 
sible  for  loan  approval  and  compliance  with  lending 
regulations.  That  individual’s  response  to  the  notice  of 
assessment  provided  no  evidence  of  good  faith  sur¬ 
rounding  those  violations. 

In  light  of  the  seriousness  and  recurring  nature  of 
the  12  USC  84  violations,  the  Comptroller  assessed  a 
$5,000  Civil  Money  Penalty  against  the  president.  The 
Civil  Money  Penalty  was  based  on  seven  violations  of 
Section  84  found  in  the  most  recent  report  of  examina¬ 
tion  and  on  the  history  of  violations  evidenced  by  prior 
reports. 

7.  Bank  with  assets  of  less  than  $25  million* 

Loan-related  problems  and  management  deficien¬ 
cies  persisted  in  the  bank  although  a  Memorandum  of 
Understanding  had  led  to  correction  of  other  prob¬ 
lems.  Poor  loan  administration  practices  were  pro¬ 
nounced  with  respect  to  origination  and  collection 


*  This  bank  was  also  the  subject  of  an  administrative  action 
in  1981  See  "Administrative  Actions.  No  45 
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standards  The  result  was  a  high  volume  of  criticized 
loans,  an  inordinate  level  of  past  due  accounts  and  nu¬ 
merous  credit  data  exceptions.  Loan  losses  were  ex¬ 
cessive  and,  combined  with  past  due  loan  interest 
were  adversely  affecting  earnings  and,  thereby,  equity 
growth  Two  longstanding  violations  of  law,  one  of 
which  resulted  in  a  loss  to  the  bank,  were  cited. 

The  Comptroller  assessed  a  $1 ,000  Civil  Money 
Penalty  against  each  bank  director.  The  assessment 
was  based  on  continuing  extensions  of  credit  in  viola¬ 
tion  of  12  USC  84.  Those  violations  were  aggravated 
by  the  bank's  previous  history  of  violations  of  Section 
84,  losses  resulting  from  the  excessive  loans  and  the 
fact  that  the  directors,  on  behalf  of  the  bank,  had  exe¬ 
cuted  a  Memorandum  of  Understanding  prohibiting 
further  violations  of  Section  84. 


Administrative  Actions 

1.  Bank  with  assets  of  over  $1  billion 

During  an  examination  which  disclosed  the  bank  to 
be  in  sound  financial  condition,  national  bank  exam¬ 
iners  discovered  significant  noncompliance  with  regu¬ 
lations  governing  the  handling  of  currency  transactions 
in  excess  of  $10,000.  Those  violations  of  regulations 
promulgated  under  the  Bank  Secrecy  Act  stemmed 
from  deficiencies  in  the  bank’s  internal  controls,  lack  of 
adherence  by  bank  personnel  to  established  policies 
and  procedures  and  ineffective  management  followup 
to  problems  disclosed  by  the  bank’s  internal  auditors. 
The  violations  consisted  of  failure  to  file  currency  trans¬ 
action  report  forms  for  covered  transactions  and  of  fil¬ 
ing  incomplete  forms. 

Pursuant  to  a  Formal  Agreement,  the  bank  was  re¬ 
quired  to  establish  a  committee  of  outside  directors  to 
oversee  compliance  with  applicable  Bank  Secrecy  Act 
regulations  and  with  the  Agreement.  The  Agreement 
also  required  the  appointment  of  a  compliance  officer 
who  was  to  be  available  to  answer  questions  from  all 
bank  personnel  regarding  the  Bank  Secrecy  Act  and 
whose  staff  was  responsible  for  reviewing  each  re¬ 
quired  currency  transaction  report.  The  bank  was  fur¬ 
ther  required  to  establish  and  maintain  a  list  of  custom¬ 
ers  exempt  under  the  regulations  and  could  only 
modify  the  list  with  the  approval  of  the  compliance  offi¬ 
cer.  The  bank  was  required  to  establish  a  comprehen¬ 
sive  system  of  internal  controls  and  audit  procedures 
to  ensure  compliance  with  the  Bank  Secrecy  Act  regu¬ 
lations,  to  complete  an  audit  for  compliance  within  90 
days  and  to  make  periodic  reports  on  compliance  to 
the  regional  administrator. 

The  violations  discovered  by  national  bank  exam¬ 
iners  were  separately  referred  to  the  Department  of  the 
Treasury  for  consideration  of  civil  and/or  criminal  pros¬ 
ecutions. 

2.  Bank  with  assets  of  less  than  $25  million 

Large  volume  of  criticized  assets,  heavy  loan  losses 
and  inadequate  capitalization  resulting  from  a  poor 
level  of  earnings  are  all  due  to  previous  management. 
Former  management  made  large  extensions  of  credit 


to  local  borrowers  for  out-of-area  oil  and  gas  develop¬ 
ment.  Many  of  those  credits  resulted  in  violations  of  12 
USC  84,  some  of  which  still  remain.  Heavy  loan  loss 
provisions  and  a  large  volume  of  nonperforming/ 
earning  loans  have  resulted  in  a  “loss  operation’’  and 
left  a  capital  shortfall. 

A  Formal  Agreement  was  executed  requiring  the 
bank  to  (1)  evaluate  the  competency  and  sufficiency  of 
its  officer  staff,  (2)  formulate  a  written  program  to  aug¬ 
ment  equity  capital,  (3)  review  and  maintain  an  ade¬ 
quate  allowance  for  possible  loan  losses,  (4)  develop 
a  program  to  eliminate  criticized  assets,  (5)  review  and 
revise  its  lending  policies,  (6)  correct  violations  of  law, 
(7)  develop  a  written  program  to  achieve  and  maintain 
adequate  liquidity,  (8)  review  and  revise  investment 
policies  and  (9)  correct  internal  control  deficiencies. 

3.  Bank  with  assets  of  $25  to  $50  million 

Poor  supervision  by  the  board  and  an  ineffective 
and  liberal  chief  executive  officer  caused  the  prob¬ 
lems.  Classified  assets  to  gross  capital  equaled  80 
percent,  overdue  paper  exceeded  9  percent  of  gross 
loans,  violations  of  law  and  regulations  were  disclosed 
and  deficit  earnings  were  reflected  due  to  heavy  loan 
losses.  Capital  was  inadequate. 

A  Formal  Agreement  required  correction  of  viola¬ 
tions  of  law  and  regulation  and  appointment  of  a  new 
chief  executive  officer.  In  addition,  the  agreement  re¬ 
quired  action  to  reduce  criticized  assets,  improve  col¬ 
lections,  adopt  a  comprehensive  investment  and  funds 
management  policy,  submit  a  written  capital  plan  and 
profit  plan,  correct  internal  control  deficiencies  and 
provide  an  adequate  external  audit  program. 

A  compliance  committee  was  formed  on  the  date  of 
the  Agreement.  Virtually  all  violations  have  been  cor¬ 
rected.  Sixty-day  compliance  reports  were  required. 

4.  Bank  with  assets  of  $25  to  $50  million 

Despite  improving  trends  in  all  areas,  the  bank’s 
earnings  performance  and  capital  structure  were  not 
considered  adequate.  A  prior  Agreement  addressed 
many  other  areas  previously  of  concern,  which  had 
since  been  corrected. 

A  Memorandum  of  Understanding  was  executed  in 
conjunction  with  terminating  the  earlier,  more  compre¬ 
hensive  enforcement  action.  Provisions  of  the  Memo¬ 
randum  included  requiring  a  comprehensive  budget, 
an  identification  of  areas  and  means  by  which  earn¬ 
ings  shall  be  improved,  a  capital  analysis  and  plan, 
and  a  prohibition  of  cash  dividends  without  the  re¬ 
gional  administrator’s  approval. 

5.  Bank  with  assets  of  less  than  $25  million 

Examination  of  the  bank  revealed  that  inept  man¬ 
agement  and  lack  of  board  supervision  of  the  lending 
function  had  rendered  the  bank  nearly  insolvent.  Total 
classified  assets  were  186  percent  of  gross  capital 
funds,  and  $754,000  was  classified  as  “loss."  The  loan 
portfolio  was  saturated  with  loans  not  documented  (39 
percent)  and  loans  with  no  repayment  programs.  Many 
violations  of  31  CFR  103  and  one  violation  of  12  USC 
84  were  revealed  Due  to  its  size,  the  bank  was  not  re- 
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quired  to  have  an  allowance  for  possible  loan  losses 
and  did  not.  A  Notice  of  Charges  was  served,  and  the 
bank  was  placed  under  a  Temporary  Order  to  Cease 
and  Desist,  which  required  a  new  chief  executive  offi¬ 
cer,  a  $1  million  injection  of  equity  capital  and  estab¬ 
lishment  of  a  $400,000  allowance  for  possible  loan 
losses  and  required  problems  be  addressed  in  the 
loan  portfolio. 

Subsequent  to  the  issuance  of  the  Temporary  Order, 
the  board  hired  a  new  chief  executive  officer,  injected 
$1  million  in  equity  capital  and  established  an  allow¬ 
ance  for  possible  loan  losses.  The  final  Order  to  Cease 
and  Desist  reflected  the  board's  action  and  required  it 
to  correct  the  violations  of  law  and  regulation,  conduct 
a  capital  analysis  of  the  bank’s  current  and  future 
needs  and  monitor  the  bank's  capital  position.  In  addi¬ 
tion,  the  board  was  required  to  conduct  periodic  re¬ 
views  of  the  allowance  for  possible  loan  losses  and 
make  appropriate  adjustments.  The  Order  required  the 
board  to  review  the  bank's  lending  and  collection  poli¬ 
cies  and  procedures  and  make  necessary  amend¬ 
ments.  The  bank  was  prohibited  from  declaring  a  pay¬ 
ment  of  dividends  except  in  conformance  with  12  USC 
56  and  60  and  with  the  prior  approval  of  the  regional 
administrator.  Finally,  the  board  was  required  to  desig¬ 
nate  a  consumer  compliance  officer  and  establish  a 
consumer  compliance  program,  the  components  of 
which  were  specified  in  the  Order.  The  bank  was  re¬ 
quired  to  correct  all  violations  of  the  Equal  Credit  Op¬ 
portunity  Act  (12  CFR  202)  and  establish  procedures 
to  prevent  future  violations. 

6.  Bank  with  assets  of  less  than  $25  million 

The  October  1980  examination  disclosed  classified 
assets  representing  88  percent  of  gross  capital  funds, 
management  deficiencies,  ineffective  supervision  of 
the  loan  portfolio  and  violations  of  law.  The  board  was 
considered  ineffective  since  the  majority  of  the  board 
consisted  of  bank  officers.  Ineffective  supervision  of 
the  loan  portfolio  was  also  evidenced  by  past  due 
loans  of  15.64  percent  and  loans  not  supported  by  ad¬ 
equate  credit  information  representing  14.77  percent 
of  gross  loans.  The  deteriorated  condition  of  the  bank 
was  attributed  primarily  to  an  inadequate  staff.  The 
chief  executive  officer  was  considered  capable,  but 
the  supporting  officers  were  weak.  There  were  viola¬ 
tions  of  12  USC  84  and  insider  violations  of  12  USC 
375a  and  375b  and  12  CFR  215. 

A  Formal  Agreement  was  issued  by  this  Office  and 
executed  by  the  board.  The  Agreement  required  the 
bank  to  correct  violations  of  banking  and  consumer 
laws,  obtain  restitution  for  preferential  loans  to  direc¬ 
tors  and  executive  officers,  obtain  a  new  senior  lend¬ 
ing  officer,  improve  lending  policies  and  administra¬ 
tion,  establish  a  liquidity  and  asset  and  liability 
management  program,  review  investment  policies,  re¬ 
view  its  allowance  for  possible  loan  losses,  obtain  suf¬ 
ficient  credit  and  collateral  information  on  all  loans  and 
correct  internal  control  deficiencies.  The  Agreement 
also  required  a  review  of  bank  management  and  the 
creation  of  a  nominating  committee  to  plan  a  change 
in  the  composition  of  the  board  of  directors  so  that  no 


more  than  one-third  of  the  directors  will  be  bank  offi¬ 
cers. 

7.  Bank  with  assets  of  less  than  $25  million 

A  general  examination  conducted  in  late  1980  re¬ 
flected  deterioration  in  the  bank’s  overall  condition 
Unsafe  and  unsound  management  by  the  president,  a 
principal  shareholder,  was  evidenced  by  high  classi¬ 
fied  assets  at  252  percent  of  gross  capital  funds, 
collateral  and  credit  exceptions  at  97  percent  of  gross 
loans,  past  due  loans  at  9  percent  of  gross  loans,  in¬ 
sufficient  capital  and  earnings,  lack  of  administrative 
and  accounting  controls  and  a  large  number  of  viola¬ 
tions  of  law,  including  many  transactions  involving  the 
president  where  extensions  of  credit  were  obtained 
through  relatives,  nonsufficient  checks  were  floated 
through  cutbacks  and  drafts  or  cashier's  checks  were 
issued  without  payment. 

The  Order  to  Cease  and  Desist  required  members  of 
the  board  who  were  not  officers  of  the  bank  to  prepare 
a  written  summary  of  board  members’  duties  and  re¬ 
sponsibilities.  The  board  was  to  obtain  a  new  chief 
executive  officer  and  then  produce  a  written  study  of 
management's  role  to  include  items  that  would  be  im¬ 
plemented.  A  capital  program  was  to  be  formulated 
and  implemented.  All  violations  of  law  were  to  be  cor¬ 
rected,  and  no  funds  were  to  be  extended  to  any  bor¬ 
rower  whose  credit  line  would  exceed  the  lending  limi¬ 
tations  provided  by  law.  Procedures  were  to  be 
promulgated  to  ensure  officer  and  employee  aware¬ 
ness  of  all  laws,  rules  and  regulations.  Reimbursement 
was  to  be  made  for  proceeds  obtained  by  the  presi¬ 
dent  from  the  sale  of  credit  life  income  in  violation  of 
12  CFR  2.  Restitution  was  to  be  obtained  for  all  viola¬ 
tions  of  12  USC  375b(3).  Amended  regulatory  reports 
were  to  be  submitted  to  comply  with  12  CFR  161  and 
18.  Policies  and  procedures  were  to  be  implemented 
which  addressed  the  bank’s  accounting  systems.  Pro¬ 
grams  were  to  be  adopted  which  provided  for  an  in¬ 
vestment  policy,  a  funds  management  policy,  a  written 
audit  program  and  a  program  to  eliminate  criticized 
assets.  No  additional  credit  was  to  be  extended  to  any 
borrower  whose  credit  had  been  criticized.  The  bank 
was  to  take  all  necessary  steps  to  obtain  current  and 
satisfactory  credit  information  for  all  loans  as  needed, 
and  to  correct  all  collateral  exceptions.  A  review  was 
to  be  made  of  the  bank’s  lending  function.  Records  of 
all  board  meetings  and  minutes  of  board-appointed 
committees  were  to  be  maintained.  Procedures  were 
to  be  implemented  to  monitor  adherence  to  the  bank’s 
policies  and  procedures. 

8.  Bank  with  assets  of  less  than  $25  million 

The  bank  was  in  noncompliance  with  the  existing 
Formal  Agreement  The  bank  had  committed  nu¬ 
merous  violations  of  law,  particularly  12  USC  84,  375a 
and  375b.  Following  execution  of  the  Formal  Agree¬ 
ment,  the  bank  had  three  presidents  and,  without  con¬ 
tinuity  of  effective  management,  continued  to  flounder 
None  of  the  presidents  was  given  sufficient  authority  to 
manage  daily  operations.  Insider  abuses  included  ex¬ 
cessive  and  undocumented  expenses  Despite  the 


prior  action,  classified  assets  continued  to  increase. 
One  Section  84  violation  resulted  in  losses  of  over 
$39,000.  Loans  not  supported  by  current  and  satisfac¬ 
tory  credit  information  remained  high  at  19.9  percent 
of  gross  loans.  Despite  continued  noncompliance  with 
the  Agreement,  the  bank  had  granted  over  $3,000  in 
bonuses  to  some  executive  officers  for  compliance. 
The  bank  lacked  a  realistic  capital  plan,  and  internal 
controls  lacked  proper  supporting  documentation  and 
audit  trails. 

The  Order  to  Cease  and  Desist  required  the  bank  to 
appoint  two  new  independent  directors.  Any  future  va¬ 
cancies  on  the  board  were  to  be  filled  by  independent 
directors,  and  at  the  1982  shareholders'  meeting,  the 
board  was  required  to  nominate  a  single  slate  of  direc¬ 
tors,  with  a  majority  being  independent.  A  compliance 
committee  of  six  directors,  including  the  two  indepen¬ 
dent  directors,  was  to  monitor  compliance.  The  presi¬ 
dent’s  authority  was  to  be  put  in  writing.  The  president 
was  not  to  be  dismissed  except  upon  recommendation 
by  the  compliance  committee  and  approval  by  the 
board,  with  power  of  veto  in  the  regional  administrator. 
The  compliance  committee  was  required  to  conduct  a 
management  study  and  recommend  whether  any  of 
the  bank's  officers  should  be  dismissed.  All  violations 
of  law,  rule  or  regulation  were  to  be  corrected,  includ¬ 
ing  violations  cited  in  the  consumer  affairs  examination 
report.  The  bank’s  Community  Reinvestment  Act  state¬ 
ment  was  to  be  reviewed  annually.  Approving  mem¬ 
bers  of  the  board  were  required  to  make  immediate  in¬ 
demnification  for  losses  suffered  as  a  result  of  the 
Section  84  violation.  The  bank  was  required  to  engage 
an  independent  certified  public  accountant  to  render 
an  unqualified  opinion  of  the  bank's  financial  position. 
The  bank  was  also  required  to  engage  an  independent 
special  counsel  to  review  expense  items  and  make 
recommendations,  including  reimbursement  to  the 
bank  by  legal  action.  The  compliance  bonuses  were  to 
be  reimbursed  to  the  bank  by  the  approving  board 
members.  A  written  audit  program  was  required,  as 
were  procedures  to  ensure  that  bank  expenses  were 
justifiable,  reasonable  in  amount  and  supported  by 
documentation.  A  5-year  capital  program  was  re¬ 
quired.  A  written  program  was  to  be  designed  to  elimi¬ 
nate  grounds  of  criticism  of  each  criticized  asset.  Cur¬ 
rent  and  satisfactory  credit  information  was  required. 

9.  Bank  Service  Corporation 

This  bank  service  corporation  is  owned  by  three  na¬ 
tional  banks  and  provides  electronic  data  processing 
(EDP)  services  to  state  and  national  banks.  The  EDP 
servicer  was  in  unsatisfactory  condition  with  a  high  po¬ 
tential  for  operational  failure  which  endangered  the 
safety  and  soundness  of  the  serviced  banks  and  ne¬ 
cessitated  administrative  action.  During  a  joint  exami¬ 
nation  by  the  OCC  and  the  Federal  Deposit  Insurance 
Corporation,  it  became  apparent  that  the  EDP  servicer 
was  operating  with  inadequate  internal  controls  and 
audit  procedures.  The  EDP  servicer  did  not  have  suf¬ 
ficient  staff  to  provide  adequate  technical  support  to 
maintain  existing  software  systems.  No  cross  training 
was  provided,  program  updates  were  not  imple¬ 


mented  and  the  general  manager  was  not  sufficiently 
relieved  of  programming  responsibilities  to  adequately 
fulfill  his  principal  duties.  Lack  of  staff  personnel  also 
affected  the  sufficiency  of  internal  controls  because 
there  was  no  separation  of  duties. 

A  Formal  Agreement  was  executed  which  required 
the  board  to  formulate  a  strategic  business  plan  to  an¬ 
ticipate  the  needs  of  serviced  banks  and  provide  for 
such  contingencies  as  termination  of  service  by  one  or 
more  users.  The  board  was  required  to  fill  a  vacant 
computer  programmer  position,  to  conduct  an  indepth 
written  review  of  the  technical  staff  structure  to  deter¬ 
mine  whether  additional  personnel  were  necessary  to 
provide  technical  support,  cross  training  and  installa¬ 
tion  and  implementation  of  program  updates  and  to 
ensure  proper  internal  controls.  The  board  was  also  re¬ 
quired  to  review  and  revise  policies  and  procedures  to 
ensure  maximum  possible  segregation  of  duties  such 
as  relieving  the  general  manager  of  programming  du¬ 
ties,  limiting  access  to  the  computer  room  and  ensur¬ 
ing  security  of  data  by  implementing  a  tape  librarian 
function.  The  board  was  also  required  to  provide  ac¬ 
ceptable  audit  coverage. 

10.  Bank  with  assets  of  less  than  $25  million 

An  examination  of  the  bank  in  late  1980  disclosed 
several  violations  of  law  and  unsafe  and  unsound 
practices.  Several  violations  involved  insiders  and  their 
related  interests.  Abusive  use  of  overdraft  privileges 
frequently  violated  the  bank’s  lending  limits;  the  bank 
had  a  history  of  such  violations.  Classified  assets  had 
substantially  increased  since  the  previous  examination 
with  much  of  the  criticized  assets  consisting  of  loans  to 
insiders.  Deterioration  in  loan  quality  and  ineffective 
supervision  of  the  loan  portfolio  were  also  evidenced 
by  the  high  volume  of  past  due  loans  and  the  dispro¬ 
portionate  volume  of  loans  lacking  satisfactory  credit 
information.  The  allowance  for  possible  loan  losses 
was  inadequate.  Deficiencies  in  funds  management, 
with  a  continual  and  heavy  reliance  on  purchased 
funds,  were  also  noted. 

A  Notice  of  Charges  and  a  Temporary  Order  to 
Cease  and  Desist  were  issued  against  the  bank.  The 
Temporary  Order  addressed  violations  of  the  lending 
limit.  Within  10  days  the  board  stipulated  and  con¬ 
sented  to  a  permanent  Order  to  Cease  and  Desist.  The 
Order  required  the  bank  to  correct  all  violations  of  law, 
establish  policies  and  procedures  to  ensure  com¬ 
pliance  with  all  laws  violated,  ensure  bank  personnel 
remain  fully  informed  of  all  laws  and  ensure  money 
was  not  loaned  to  any  borrower  whose  credit  line  ex¬ 
ceeded  the  lending  limits  of  12  USC  84.  The  bank  was 
required  to  completely  cease  lending  money  to  one  of 
its  principal  shareholders  and  his  related  interests.  A 
written  lending  policy  and  loan  administration  policy 
were  to  be  established  and  implemented.  No  credit 
was  to  be  extended  to  any  borrower  whose  credit  was 
not  supported  by  current  and  satisfactory  credit  infor¬ 
mation  or  to  any  borrower  whose  credit  had  been  clas¬ 
sified  in  the  report  of  examination  Quarterly  reviews  of 
the  bank's  allowance  for  possible  loan  losses  were  to 
be  conducted  by  the  board.  A  liquidity,  asset  and  lia- 
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bility  management  program  and  a  capital  program 
were  to  be  developed  and  implemented.  All  violations 
cited  in  the  consumer  affairs  report  of  examination 
were  to  be  corrected.  In  conformity  with  15  USC 
168lm(a),  loan  applicants  who  had  been  denied  credit 
on  the  basis  of  information  received  from  a  consumer 
reporting  agency  were  to  be  notified  of  the  name  and 
address  of  the  agency.  The  bank  was  to  make  restitu¬ 
tion  for  violations  of  12  CFR  226.8(a)  and  226.5(b).  A 
consumer  compliance  program  was  to  be  developed 
and  implemented. 

11.  Bank  with  assets  of  less  than  $25  million 

A  general  examination  revealed  problems  which 
threatened  the  bank’s  solvency.  The  examination  dis¬ 
closed  an  extremely  high  level  of  classified  assets 
within  the  loan  portfolio.  Doubtful  and  loss  classifica¬ 
tions  amounted  to  118  percent  of  gross  capital  funds, 
and  total  criticized  assets  were  231  percent  of  gross 
capital  funds.  The  majority  of  loss  centered  in  concen¬ 
trations  of  credit  to  insiders,  their  families  and  their  re¬ 
lated  business  interests.  Violations  of  12  CFR  215,  12 
USC  375a,  375b  and  84  were  revealed.  The  bank 
failed  to  obtain  necessary  and  current  financial  infor¬ 
mation  and  collateral  documentation.  The  excessive 
amount  of  loan  losses  and  remaining  level  of  poor 
quality  loans  left  the  bank  with  a  critically  deficient 
capital  position,  and  the  allowance  for  possible  loan 
losses  was  inadequate. 

A  Notice  of  Charges  and  a  Temporary  Order  to 
Cease  and  Desist  were  served,  and  the  board  of  di¬ 
rectors  subsequently  consented  to  the  issuance  of  a  fi¬ 
nal  Order  to  Cease  and  Desist.  The  Order  required 
correction  of  all  violations  of  law  and  implementation  of 
procedures  to  prevent  future  violations.  In  addition,  the 
bank  was  to  retain  special  counsel  to  investigate  and 
make  recommendations  for  legal  action  by  the  bank 
against  directors  who  were  potentially  liable  for  losses 
resulting  from  violations  of  Section  84.  The  Order  pro¬ 
hibited  any  further  extensions  of  credit  to  certain  in¬ 
siders,  their  families  and  their  related  business  enter¬ 
prises.  The  bank  was  directed  to  reduce  the 
concentrations  of  credit  to  out-of-area  borrowers  and 
was  prohibited  from  extending  any  additional  credit 
out  of  the  bank's  primary  trade  area.  The  Order  re¬ 
quired  the  board  to  hire  a  new  chief  executive  officer 
and  to  nominate  a  slate  of  at  least  two-thirds  indepen¬ 
dent  directors  for  submission  at  the  annual  share¬ 
holders  meeting.  The  Order  also  required  develop¬ 
ment  and  implementation  of  a  capital  plan  that 
provides  for  injecting  equity  capital,  reviewing  and  re¬ 
vising  lending  policies  and  procedures,  developing 
and  implementing  a  policy  governing  draws  against 
uncollected  funds  and  overdrafts  and  reviewing  the  al¬ 
lowance  for  possible  loan  losses.  The  board  was  pro¬ 
hibited  from  declaring  or  paying  dividends  except  in 
accordance  with  12  USC  56  and  60  and  with  prior  ap¬ 
proval  of  the  regional  administrator. 

12.  Bank  with  assets  of  $25  to  $50  million 

Credit  administration  weaknesses  over  the  past 
couple  of  years  have  resulted  in  an  excessive  volume 


of  classified  assets.  Related  problems  included  an  in¬ 
adequate  allowance  for  possible  loan  losses  and  a 
large  number  of  loans  lacking  satisfactory  credit  infor¬ 
mation  and  collateral  documentation.  Other  problems 
were  declining  earnings,  low  level  of  capital  support 
and  violations  of  law.  Earnings  were  experiencing  a 
drop  because  of  lower  interest  margins.  Capital  was 
not  keeping  pace,  and  a  plan  was  needed  to  provide 
for  an  adequate  level  of  capitalization. 

A  Memorandum  of  Understanding  required  the  bank 
to  (1)  evaluate  the  sufficiency  of  the  officer  staff,  (2)  re¬ 
view  the  allowance  for  possible  loan  losses,  (3)  estab¬ 
lish  a  program  to  eliminate  grounds  for  criticized 
assets,  (4)  obtain  and  maintain  current  and  satisfactory 
credit  information  and  collateral  documentation,  (5) 
correct  violations  of  law  and  (6)  amend  lending  poli¬ 
cies. 

13.  Bank  with  assets  of  less  than  $25  million 

Substantial  deterioration  in  asset  quality,  serious 
credit  administration  deficiencies,  inadequate  allow¬ 
ance  for  possible  loan  losses  and  high  volume  of  past 
due  loans  were  disclosed.  Classified  assets  increased 
significantly  and  represented  81  percent  of  gross  capi¬ 
tal  funds.  The  allowance  for  possible  loan  losses  was 
considered  inadequate  by  a  substantial  amount.  A 
provision  of  $125,000  was  made  prior  to  year-end 
1980  which  reduced  earnings  by  about  one-half.  The 
level  of  capital  support  was  not  considered  critical; 
however,  the  quality  of  the  bank's  assets  was  impact¬ 
ing  capital  growth  through  reduced  retained  earnings. 
Other  problems  included  internal  control  and  audit  de¬ 
ficiencies  and  violations  of  law,  including  violations  in 
the  consumer  affairs  area. 

A  Memorandum  of  Understanding  required  the  bank 
to  address  the  following  areas:  (1)  detailed  program  to 
eliminate  grounds  for  basis  of  criticized  assets,  (2)  vio¬ 
lations  of  law,  including  the  consumer  area,  (3)  collec¬ 
tion  efforts  and  past  due  loans,  including  policy  of 
adding  interest  to  principal  at  renewal,  (4)  allowance 
for  possible  loan  losses  analysis  on  at  least  a  quarterly 
basis,  (5)  financial  statement  and  collateral  deficien¬ 
cies,  (6)  capital  evaluation  and  plan,  including  a 
budget,  (7)  lending  policy  deficiencies,  (8)  internal 
control  and  audit  deficiencies  and  (9)  proper  and  doc¬ 
umented  support  for  payment  of  funds  from  affiliated 
insurance  agency  operating  on  bank  premises. 

14.  Bank  with  assets  of  $250  to  $500  million 

An  investigation  of  the  bank’s  compliance  with  31 
CFR  103  established  deficiencies  in  the  bank’s  ability 
to  comply  with  requirements  of  the  regulation  In  par¬ 
ticular,  a  multitude  of  forms  were  not  filed  as  required 
by  law.  In  many  instances,  forms  had  been  filed  but 
without  proper  information. 

A  Formal  Agreement  required  the  bank  to  designate 
a  compliance  committee  of  three  nonofficer  directors 
to  ensure  ongoing  compliance  with  the  Currency  and 
Foreign  Transactions  Reporting  Act,  31  USC  1051,  et 
seq.,  and  the  regulations  promulgated  thereunder  The 
appointment  of  a  compliance  officer  was  to  be  accom¬ 
panied  by  sufficient  staff  and  authority  to  ensure  corn- 
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pliance  with  the  act  A  written  comprehensive  code  of 
ethics  was  to  be  promulgated  and  distributed.  To  fur¬ 
ther  ensure  compliance,  a  written  internal  controls  pro¬ 
gram  and  an  audit  program  were  to  be  developed  and 
adopted  Finally,  the  bank  was  to  perform  a  thorough 
audit  for  compliance  with  the  act. 

15.  Bank  with  assets  of  less  than  $25  million 

Classified  assets  to  gross  capital  reached  71  per¬ 
cent,  allowance  for  possible  loan  losses  was  inade¬ 
quate  and  earnings  were  fair.  Several  violations  of  law 
and  regulation  were  disclosed.  A  liberal  lending  prac¬ 
tice.  a  lax  board,  a  marginally  active  management 
and  a  poor  crop  year  were  the  primary  causes  of  the 
problems. 

A  Formal  Agreement  required  correcting  violations 
of  law  and  regulation,  strengthening  lending  and  oper¬ 
ating  functions,  acting  to  reduce  criticized  assets,  im¬ 
proving  collections,  adhering  to  loan  policies,  main¬ 
taining  an  adequate  allowance  for  possible  loan  losses 
and  formulating  and  implementing  a  written  funds 
management  policy.  In  addition,  compilation  of  a  3- 
year  capital  plan  and  written  profit  plan  were  required. 
An  outside  audit  was  to  be  conducted  annually. 

A  compliance  committee  was  to  be  formed  on  the 
date  of  the  Agreement.  Sixty-day  compliance  reports 
were  required. 

16.  Bank  with  assets  of  less  than  $25  million 

A  high  percentage  of  classified  loans,  66  percent  of 
gross  capital  funds,  low  earnings  and  an  inadequate 
capital  base  were  the  problems.  The  percentage  of 
classified  assets  had  increased  from  33  percent  at  the 
November  23,  1979,  examination  to  66  percent  at  this 
examination.  The  declining  quality  of  the  loan  portfolio 
was  blamed  on  the  economy  by  management;  how¬ 
ever,  poor  loan  administration  was  the  more  likely 
cause.  That  was  evidenced  by  the  high  percentage  of 
loans  unsupported  by  current  credit  information  (17 
percent  of  gross  loans)  and  the  six  violations  of  12 
USC  84.  Violations  of  12  USC  375(a)  and  375(b)  also 
involved  loan  portfolio  management. 

A  history  of  less  than  adequate  earnings  has  left  the 
bank  in  an  undercapitalized  position.  Equity  capital 
represented  6.17  percent  of  total  assets  and  was  9  5 
times  loaned.  The  primary  reason  for  the  earnings 
problems  was  high  interest  expense  resulting  in  a  poor 
spread.  However,  salaries  and  bonuses  paid  three  in¬ 
active  officers  totaling  $36,000  also  adversely  affected 
earnings. 

The  Formal  Agreement  required  correction  of  statu¬ 
tory  violations  The  board  was  required  to  take  neces¬ 
sary  steps  to  ensure  that  the  bank  suffered  no  loss  on 
any  extensions  of  credit  made  in  excess  of  Section  84 
The  bank  was  also  required  to  abide  by  the  provisions 
of  Sections  375(a)  and  375(b)  and  12  CFR  215.  The 
bank  was  required  to  implement  a  program  eliminating 
all  assets  from  a  criticized  status  and  was  prevented 
from  extending  further  credit  to  criticized  borrowers  or 
to  borrowers  lacking  current  and  satisfactory  financial 
information  or  collateral  documentation  Quarterly  eval¬ 
uations  of  the  allowance  for  possible  loan  losses  were 


also  required  to  ensure  adequacy.  The  board  was  re¬ 
quired  to  amend  its  lending  policies  and  develop  a 
capital  plan.  The  board  was  also  required  to  evaluate 
the  sufficiency  and  competency  of  its  officer  staff.  Sal¬ 
aries  paid  to  executive  officers  and  directors  were  also 
required  to  be  made  known  to  the  bank’s  share¬ 
holders.  A  funds  management  policy  and  a  written  in¬ 
ternal  control  and  audit  program  were  also  required, 
along  with  elimination  of  internal  control  and  audit  defi¬ 
ciencies. 

17.  Bank  with  assets  of  over  $1  billion 

A  combination  of  weak  administration  and  supervi¬ 
sion  of  the  loan  portfolio  by  former  executive  officers,  a 
costly  balance  sheet  structure  and  a  sustained  down¬ 
turn  in  the  local  economy  resulted  in  significant  deteri¬ 
oration  of  the  bank's  overall  condition.  The  bulk  of  prob¬ 
lem  assets  were  real  estate  credits,  dependent  on 
disposal  of  underlying  collateral  for  repayment  in  the 
midst  of  a  weakened  economic  environment.  Due  to 
lack  of  forward  planning  and  adequate  funds  manage¬ 
ment  policies,  the  bank  became  highly  dependent  on 
purchased  funds,  and  interest  margins  were  affected. 
Earnings  from  operations  suffered  from  unsatisfactory 
net  interest  margins  and  heavy  loan  loss  provisions. 

The  Memorandum  of  Understanding  required  the 
bank  to  take  action  to  eliminate  grounds  for  criticism  of 
assets  and  commitments  to  lend  to  borrowers  whose 
assets  had  been  criticized.  In  addition,  actions  were  to 
be  taken  to  evaluate  and  strengthen  the  bank’s  lend¬ 
ing  divisions,  assuring  that  satisfactory  credit  informa¬ 
tion  is  maintained  on  all  loans  and  that  the  bank  ade¬ 
quately  allows  for  possible  loan  losses.  The  bank  was 
to  develop  a  strategic  business  plan,  setting  out  earn¬ 
ings  performance  targets  and  balance  sheet  projec¬ 
tions  and  analyzing  capital  needs.  The  bank  was  also 
required  to  correct  all  violations  of  law,  rule  or  regula¬ 
tion  cited  in  reports  of  examination,  specifically,  viola¬ 
tions  of  the  Fair  Credit  Reporting  Act  (15  USC  1681m). 

18.  Bank  with  assets  of  less  than  $25  million 

Since  inception,  the  bank  has  overcome  many  dis¬ 
advantages.  A  degree  of  stability  was  attained,  but 
conditions  persisted  which  could  nullify  that  progress. 
For  the  past  few  years,  the  bank  has  been  growing  at 
a  rapid  pace.  Profitability,  though,  was  still  marginal. 
Earnings  were  not  yet  sufficient  to  adequately  support 
the  capital  base  and,  as  a  result,  the  bank’s  leverage 
position  has  deteriorated.  Progress  has  been  disap¬ 
pointing  in  alleviating  problems  that  existed  in  the 
lending  function.  The  substantial  expansion  of  the  loan 
account  has  served  to  exacerbate  a  tenuous  situation, 
and  the  increase  in  term  loans  has  strained  the  bank's 
liquidity.  Documentation  of  credits  still  lagged  behind 
loan  production.  Weaknesses  in  loan  administration 
posed  an  immediate  threat  to  the  bank's  stability  and 
were  a  contributing  factor  to  the  high  levels  of  classi¬ 
fied  assets  which  were  reaching  precarious  propor¬ 
tions.  Five  violations  of  the  bank’s  legal  lending  limit 
were  cited  in  the  most  recent  examination  report. 

A  Memorandum  of  Understanding  was  entered  into 
with  the  bank  The  principal  requirements  were  (1) 
elimination  of  12  USC  84  violations,  (2)  formulation  of  a 
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written  program  to  ensure  maintenance  of  adequate 
reserves,  (3)  establishment  of  a  committee  of  outside 
directors  to  study  and  develop  a  capital  plan  and  (4) 
imposition  of  a  loan  ceiling  (net  of  unearned  income) 
until  a  capital  plan  is  developed. 

Reduction  of  criticized  assets,  other  violations  of  law 
and  credit  data  exceptions  were  also  addressed. 


19.  Bank  with  assets  of  $75  to  $100  million 

The  primary  areas  of  concern  were  an  inordinate 
volume  of  criticized  assets,  excessive  levels  of  delin¬ 
quencies,  overdrafts  and  loans  lacking  adequate  fi¬ 
nancial  information,  marginally  adequate  allowance  for 
possible  loan  losses  and  excessive  loan  losses  that 
have  seriously  affected  the  bank’s  earning  perform¬ 
ance.  The  underlying  cause  of  those  problems  was  in¬ 
effective  administration  of  the  loan  portfolio. 

A  Formal  Agreement  was  entered  into  with  the  bank 
in  January  1981.  It  required  formulating  a  written  pro¬ 
gram  to  eliminate  all  assets  from  criticized  status,  tak¬ 
ing  all  actions  necessary  to  strengthen  the  bank’s  loan 
account,  maintaining  the  allowance  for  possible  loan 
losses  at  an  adequate  level,  taking  actions  to  improve 
and  sustain  the  bank’s  earnings,  establishing  a  formal 
written  asset/liability  management  policy  and  an  in¬ 
vestment  policy  of  a  safe  and  sound  nature  and  cor¬ 
recting  statutory  violations.  The  Agreement  also  pro¬ 
hibited  paying  of  dividends. 


20.  Bank  with  assets  of  less  than  $25  million 

The  bank  has  been  of  supervisory  concern  since  the 
early  1970’s.  Detrimental  ownership  and  weak  man¬ 
agement  resulted  in  numerous  deficiencies.  The 
bank’s  problems  included  an  inadequate  capital  base 
with  deterioration  coming  from  continued  operating 
losses,  an  excessive  volume  of  criticized  assets,  an 
unresponsive  board  of  directors,  the  numerous  internal 
control  deficiencies,  an  internal  audit  program  consid¬ 
ered  unsatisfactory  and  the  inability  to  obtain  blanket 
bond  insurance  coverage.  Numerous  meetings  with 
the  directors,  board  resolutions  and  required  progress 
reports  have  not  produced  any  significant  improve¬ 
ment.  A  Formal  Agreement  was  signed  on  March  10, 
1978  That  Agreement  resulted  in  substantial  change 
in  senior  management,  but  the  dominating  influence  of 
the  controlling  owner  was  noted  at  subsequent  exami¬ 
nations.  A  new  external  capital  injection  has  failed  to 
materialize,  and  the  continuing  operating  losses  have 
further  deteriorated  the  capital  position. 

Violations  of  law  existed,  one  of  which  related  to  a 
former  director  who  was  involved  in  a  "kiting"  scheme. 
Civil  money  penalties  were  being  considered  against 
the  board  and  the  former  director. 

A  comprehensive  Order  to  Cease  and  Desist  was 
signed  on  May  28,  1981.  All  areas  of  concern  were  ad¬ 
dressed,  including  the  requirement  of  $550,000  in  new 
capital  or  a  ratified  agreement  for  sale  or  merger  of  the 
bank  within  90  days  and  the  achievement  of  an  equity 
capital  to  total  assets  ratio  of  at  least  9  percent  within 
180  days. 


21.  Bank  with  assets  of  less  than  $25  million 

Ineffective  loan  portfolio  management  has  led  to  an 
inordinate  volume  of  criticized  assets,  an  excessive 
level  of  loans  not  supported  by  adequate  credit  infor¬ 
mation,  an  increasing  delinquency  rate  and  an  inade¬ 
quate  allowance  for  possible  loan  losses.  Moreover, 
the  violations  of  law,  rule  and  regulation  were  exces¬ 
sive.  There  was  an  undue  reliance  on  rate-sensitive 
deposits,  an  increasingly  leveraged  capital  position 
and  a  management  team  considered  only  fair. 

A  Memorandum  of  Understanding  was  entered  into 
with  the  bank.  It  required  that  a  written  program  be  for¬ 
mulated  to  eliminate  the  underlying  basis  on  which 
each  asset  was  criticized,  that  all  actions  necessary 
be  taken  to  strengthen  the  bank's  loan  account,  that 
the  allowance  for  possible  loan  losses  be  maintained 
at  an  adequate  level,  that  a  formal  asset/liability  man¬ 
agement  policy  be  established,  that  violations  of  law, 
rule  and  regulation  to  be  corrected  and  that  a  written 
evaluation  be  made  of  the  capital  structure  along  with 
a  plan  to  maintain  it  at  an  adequate  level. 

22.  Bank  with  assets  of  $25  to  $50  million 

Poor  asset/liability  and  funds  management  practices 
since  1977  have  resulted  in  an  illiquid  asset  structure 
and  an  over-reliance  on  rate-sensitive,  volatile  de¬ 
posits,  producing  poor  earnings.  Poor  earnings  were 
supplemented  with  security  gains  whenever  possible, 
which  only  aggravated  the  situation  since  proceeds 
were  reinvested  in  longer  term  securities.  Policies  that 
existed  were  ineffective,  and  planning  was  nonexist¬ 
ent.  A  runoff  of  volatile  deposits  during  March  1980  ne¬ 
cessitated  substantial  borrowings  from  the  Federal  Re¬ 
serve  Board  window  to  support  the  bank’s  severely 
depreciated  asset  structure.  Those  borrowings  have 
been  converted  to  a  special  lending  arrangement  be¬ 
tween  the  Federal  Reserve  Board  and  the  bank.  Capi¬ 
tal  was  marginal  with  operating  losses  occurring. 
Those  situations  were  repeatedly  brought  to  the  atten¬ 
tion  of  the  directorate  and  management  following  re¬ 
cent  examinations,  but  they  failed  to  address  them. 
Loan  problems  were  present,  and  administrative  defi¬ 
ciencies  existed  in  the  lending  area,  the  observance  of 
consumer  law  and  regulation  and  the  trust  account  ad¬ 
ministration. 

A  Formal  Agreement  addressing  the  bank’s  prob¬ 
lems  was  presented  to  the  directors  and  signed.  The 
Agreement  required  the  bank  to  (1)  prepare  and  ob¬ 
serve  comprehensive  policies  for  investments  and  for 
funds  management,  (2)  assess  management  and  di¬ 
rector  effectiveness  and  establish  specific  asset/lia¬ 
bility  responsibilities,  (3)  improve  loan  quality  and 
administrative  procedures  (collection  policies  and 
documentation),  (4)  develop  procedures  for  an  ongo¬ 
ing  analysis  of  the  valuation  reserve  and  capital,  (5) 
correct  deficiencies  listed  in  the  consumer  and  trust 
reports  of  examination  and  (6)  improve  the  quality  of 
records  of  all  meetings.  The  bank  cannot  pay  any  divi¬ 
dend  without  the  prior  approval  of  the  regional  admin¬ 
istrator.  A  compliance  committee  was  to  be  formed  to 
ensure  that  provisions  of  the  Agreement  are  met  and 
to  submit  monthly  reports. 
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23.  Bank  with  assets  of  less  than  $25  million 

The  bank  had  been  operating  under  a  Memorandum 
of  Understanding  since  June  1978.  After  some  initial 
improvement  in  the  bank's  condition  as  a  result  of  the 
Memorandum,  asset  quality  again  deteriorated,  and  a 
sharp  earnings  decline  occurred  The  most  recent  ex¬ 
amination  revealed  a  large  increase  in  the  volume  of 
classified  loans  and  delinquencies,  numerous  loans 
lacking  adequate  credit  information,  classified  violation 
of  12  USC  84,  lack  of  an  effective  funds  management 
policy  and  generally  inadequate  management  and  di¬ 
rector  supervision.  The  bank  was  determined  to  be  in 
noncompliance  with  five  articles  of  the  Memorandum, 
all  of  which  related  to  the  loan  portfolio. 

As  a  result  of  the  deterioration  noted  in  the  bank’s 
condition  and  the  fact  that  the  Memorandum  did  not 
address  certain  new  problem  areas,  a  Formal  Agree¬ 
ment  was  prepared  and  signed.  The  Agreement  re¬ 
quired  appointment  of  a  compliance  committee  com¬ 
posed  of  outside  directors  to  perform  a  management 
study.  That  study  was  to  determine  the  effectiveness  of 
the  board  and  its  committees,  current  management’s 
quality  and  depth  and  future  plans  to  improve  the 
quality  and  depth  of  management.  If  the  results  of  that 
study  indicate  no  need  for  additional  management,  a 
semiannual  evaluation  of  current  management  will  be 
required.  The  Agreement  also  required  that  the  Sec¬ 
tion  84  violation  be  corrected  and  that  measures  be 
implemented  to  prevent  recurring  violations.  The  bank 
agreed  to  submit  a  program  to  remove  each  asset 
from  a  classified  status,  to  develop  a  program  for  re¬ 
ducing  delinquencies,  to  obtain  and  maintain  ade¬ 
quate  credit  information  and  to  review  and  maintain 
the  adequacy  of  the  allowance  for  possible  loan 
losses.  The  bank  was  also  to  develop  a  written  funds 
management  policy,  a  budget  and  profit  plan  and  a  3- 
year  capital  plan.  Differences  in  several  balance  sheet 
items  were  to  be  resolved,  board  minutes  were  to  be 
expanded,  dividends  were  to  be  declared  only  with 
the  approval  of  the  regional  administrator  and  a  con¬ 
sumer  compliance  officer  was  to  be  appointed.  Direc¬ 
tors’  fees  were  to  be  suspended  until  the  bank  has  re¬ 
turned  to  an  acceptable  condition. 

24.  Bank  with  assets  of  less  than  $25  million 

Lack  of  proper  board  supervision  and  management 
expertise  resulted  in  an  excessive  volume  of  classified 
assets  and  several  internal  operating  deficiencies.  Re¬ 
curring  violations  of  law,  regulation  and  ruling  were 
noted,  and  internal  controls  were  weak.  The  allowance 
for  possible  loan  losses  was  inadequate,  earnings 
were  declining  and  formal  written  policies  were  lacking 
in  several  key  areas.  The  cashier  accepted  gifts  for 
personal  benefit  from  the  bank’s  vendors  following  the 
purchase  of  supplies  at  above  market  prices,  and  the 
board  of  directors  condoned  that  practice.  Other  poor 
administrative  practices  were  evident  from  liberal  over¬ 
draft  extensions,  unusually  high  volume  of  teller  short¬ 
ages,  incorrect  regulatory  reports  and  inadequate  an¬ 
nual  reports  to  shareholders. 

A  Formal  Agreement  required  correction  of  the  stat¬ 
utory  violations  and  procedures  to  prevent  future  viola¬ 


tions.  The  bank  agreed  to  formulate  and  implement 
written  programs  to  (1)  eliminate  all  assets  from  a  criti¬ 
cized  status,  (2)  establish  and  maintain  an  adequate 
allowance  for  possible  loan  losses  and  (3)  maintain 
adequate  credit  and  collateral  files.  The  Agreement 
further  required  the  development  and  adoption  of  a 
written  overdraft  policy,  a  written  policy  regarding 
business  ethics  and  conflicts  of  interest,  a  written  in¬ 
vestment  policy,  a  written  funds  management  policy 
and  the  written  authorities  and  duties  of  the  consumer 
compliance  officer.  In  addition,  the  bank  was  required 
to  correct  the  internal  control  deficiencies,  to  engage  a 
certified  public  accountant  to  conduct  a  comprehen¬ 
sive  audit  of  the  bank  and,  specifically,  review 
amounts  paid  by  the  cashier  for  purchasing  supplies, 
correct  previously  filed  reports  of  condition  and  annual 
reports  and  ensure  they  are  properly  completed  in  the 
future,  and  to  submit  a  profit  plan  and  budget  for  the 
coming  year.  Finally,  a  compliance  committee  com¬ 
posed  of  three  outside  directors  was  required  to  be 
appointed.  In  addition  to  ensuring  compliance  with  the 
Agreement,  the  committee  was  to  perform  a  study  of 
the  effectiveness  of  current  management. 

25.  Bank  with  assets  of  less  than  $25  million 

Numerous  personnel  changes,  coupled  with  ineffec¬ 
tive  management  and  director  supervision,  resulted  in 
an  excessive  volume  of  classified  loans  and  delin¬ 
quencies,  with  considerable  loan  losses.  Earnings 
were  poor,  and  capital  was  inadequate.  Problems  had 
been  longstanding  and  stemmed  primarily  from  the  in¬ 
effective  leadership  of  the  chief  executive  officer  who 
was  a  controlling  owner  of  the  bank.  The  combination 
of  management  disruptions,  split  board  and  various 
merger  negotiations  resulted  in  little  positive  action  by 
the  bank  in  remedying  its  problems.  Resolutions  en¬ 
tered  into  in  November  1976,  as  amended,  were  only 
partially  effective  in  some  areas  and  ineffective  in 
others. 

A  Formal  Agreement  addressing  the  bank’s  prob¬ 
lems  has  been  presented  to  the  board  of  directors. 
Under  its  terms,  the  bank  agreed  to  revise  or  develop 
effective  loan,  investment  and  funds  management  poli¬ 
cies  and  to  produce  a  budget  and  profit  plan.  Missing 
credit  information  was  to  be  obtained,  and  deficient 
collateral  documentation  was  to  be  corrected.  The 
Agreement  also  required  that  a  committee  of  outside 
directors  be  appointed  to  monitor  compliance,  and  the 
committee,  with  outside  assistance  as  necessary, 
should  perform  a  study  of  current  management,  em¬ 
phasizing  whether  the  chief  executive  officer’s 
performance  was  in  the  bank’s  best  interest.  If  the 
bank  retained  the  services  of  the  chief  executive  offi¬ 
cer,  semiannual  evaluations  of  his  performance  were 
to  be  submitted.  Unless  a  viable  merger  application 
was  approved  by  the  shareholders,  a  written  program 
to  inject  additional  capital  was  required.  The  Agree¬ 
ment  also  called  for  a  plan  to  eliminate  each  asset 
from  a  criticized  status,  the  correction  of  each  violation 
of  law,  the  maintenance  of  an  adequate  allowance  for 
possible  loan  losses,  the  correction  of  internal  control 
deficiencies  and  a  prohibition  on  the  declaration  of 
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dividends  without  the  approval  of  the  regional  adminis¬ 
trator. 

26.  Bank  with  assets  of  $25  to  $50  million 

Supervision  and  administration  by  the  board  of  di¬ 
rectors  had  not  been  effective,  particularly  in  oversee¬ 
ing  the  lending  function.  Top  management  (an  execu¬ 
tive  vice  president)  was  responsible  for  managing  all 
employees  and  performing  a  multitude  of  duties,  in¬ 
cluding  close  oversight  of  the  lending  area.  The  senior 
lending  officer,  although  technically  competent  in  spe¬ 
cialty  credits,  was  ineffective  in  his  position.  Total  criti¬ 
cized  paper  represented  98  percent  of  capital  funds 
and  included  a  partial  chargeoff  of  12  USC  84  exces¬ 
sive  loans.  Loan  losses  taken  caused  the  bank’s  earn¬ 
ings  to  plummet  to  a  loss  position.  Several  violations  of 
law,  including  consumer,  were  also  reported  at  the  last 
examination. 

A  Formal  Agreement  required  correction  of  all  viola¬ 
tions  of  law  and  regulation  and  the  institution  of  con¬ 
trols  to  prevent  recurrence.  The  board  agreed  to  ob¬ 
tain  a  new  senior  lending  officer  and  to  prepare  written 
programs  reducing  classified  paper  and  improving 
loan  administration.  The  board  also  agreed  to  obtain 
special  counsel  to  review  the  facts  surrounding  the 
Section  84  loan  violations  and  the  resulting  loss  in¬ 
curred  to  determine  the  amount  (if  any)  of  personal  di¬ 
rector  liability.  The  board  was  to  develop  (1)  a  written 
funds  management  policy,  (2)  an  analysis  of  the 
bank's  present  and  projected  capital  needs  and  (3) 
suitable  guidelines  to  improve  bank’s  internal  control 
procedures. 

The  board  agreed  to  establish  a  committee  of  out¬ 
side  directors  to  ensure  the  compliance  of  the  bank 
with  the  articles  of  the  Agreement. 

27.  Bank  with  assets  of  less  than  $25  million 

New  ownership  resulting  in  a  change  of  bank  philos¬ 
ophies  from  conservative  to  aggressive  led  to  a  signifi¬ 
cant  increase  in  the  bank’s  criticized  assets.  The  prin¬ 
cipal  shareholder  of  the  bank  was  responsible  for 
introducing  into  the  bank  many  out-of-area  credits 
which  were  poorly  structured  and  without  appropriate 
collateral.  In  addition,  a  substantial  increase  was  noted 
for  loans  without  adequate  credit  information  or  with 
collateral  exceptions.  Those  conditions  were  attributed 
to  lack  of  board  supervision,  breakdown  of  internal 
control  procedures,  failure  of  the  internal  audit  func¬ 
tion,  but,  most  significantly,  dictates  exercised  by  the 
principal  shareholder.  Violations  of  banking  law  and 
regulation  were  noted,  including  12  USC  375(a)  and 
(b),  12  CFR  217,  7.2700,  and  7.5225  and  31  CFR 
103.33  and  103.34. 

A  Formal  Agreement  required  the  directorate  to 
formulate  a  program  to  (1)  implement  policies  and  pro¬ 
cedures  to  prevent  future  statutory  violations,  (2)  re¬ 
move  all  assets  from  a  criticized  status  and  establish 
and  maintain  adequate  credit  files,  (3)  revise  loan  poli¬ 
cies,  (4)  correct  internal  control  deficiencies  and  rem¬ 
edy  internal  control  weaknesses,  (5)  establish  an  inter¬ 
nal  audit  program  and  (6)  institute  financial  planning. 
Compliance  with  those  provisions  was  to  be  main¬ 


tained  through  appointment  of  a  compliance  commit¬ 
tee  with  periodic  reports  forwarded  to  the  regional  ad¬ 
ministrator  indicating  corrective  actions  taken  and  the 
results  of  those  actions. 

28.  Bank  with  assets  of  $25  to  $50  million 

The  bank’s  third  consumer  affairs  examination  in  4 
years  revealed  continued  weak  internal  controls  and 
lack  of  a  compliance  officer.  Several  of  the  violations 
cited  were  repeated  from  the  previous  examination.  A 
concurrent  commercial  examination  revealed  noncom¬ 
pliance  with  a  Formal  Agreement  and  a  continuation  of 
problems  noted  in  previous  commercial  examinations, 
including  poor  credit  files,  poor  collateral  documenta¬ 
tion,  overdue  loans  and  lack  of  an  acceptable  internal 
audit  program. 

The  board  entered  into  a  Memorandum  of  Under¬ 
standing  that  addressed  the  bank's  deficiencies  in  the 
consumer  area.  The  Memorandum  required  the  bank 
to  correct  all  internal  control  deficiencies  and  each  vio¬ 
lation  of  law,  rule  or  regulation  cited  in  the  consumer 
affairs  reports  of  examination.  The  board  must  develop 
and  submit  to  the  regional  administrator  a  comprehen¬ 
sive  consumer  compliance  program  and  appoint  a 
consumer  compliance  officer  who  meets  specific  mini¬ 
mum  qualifications  and  performs  certain  specific  du¬ 
ties.  Additionally,  the  bank  must  provide  adequate  ad¬ 
verse  action  notices  to  customers  who  were  not 
originally  provided  with  such  notices  in  accordance 
with  the  Equal  Credit  Opportunity  Act  and  the  Fair 
Credit  Reporting  Act. 

29.  Bank  with  assets  of  less  than  $25  million 

The  consumer  affairs  examination  revealed  many  vi¬ 
olations  of  law  and  regulation  which  remained  uncor¬ 
rected  from  the  previous  examination.  Internal  controls 
were  also  still  inadequate  for  consumer  compliance 
and  commercial  operations.  The  bank  was  operating 
under  an  Agreement  due  to  problems  revealed  in  pre¬ 
vious  commercial  examinations,  and  some  improve¬ 
ment  was  noted. 

A  Memorandum  of  Understanding  was  entered  into 
addressing  deficiencies  in  the  consumer  area.  The 
board  was  required  to  appoint  a  compliance  commit¬ 
tee  to  monitor  adherence  to  provisions  of  the  Memo¬ 
randum.  The  committee  was  directed  to  evaluate  the 
sufficiency  and  competency  of  the  consumer  com¬ 
pliance  staff  and  to  report  on  four  specific  issues  to  the 
board  and  regional  administrator.  The  board  was  re¬ 
quired  to  (1)  formulate  and  adopt  any  changes  to  the 
bank's  consumer  compliance  plans  and  policies  deter¬ 
mined  necessary  from  the  committee's  report,  (2)  de¬ 
velop  and  submit  to  the  regional  administrator  for  com¬ 
ment  a  comprehensive  consumer  compliance  program 
and  (3)  review  the  bank’s  performance  under  the  Com¬ 
munity  Reinvestment  Act,  ensuring  that  credit  needs  of 
low  and  moderate  income  areas  were  met  The  bank 
was  required  to  correct  all  internal  control  deficiencies 
and  each  violation  of  law.  rule  and  regulation  cited  in 
consumer  affairs  reports  of  examination  Certain  viola¬ 
tions  of  the  Equal  Credit  Opportunity  Act  were  to  be 
corrected  by  providing  specified  information  to  af- 
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fected  customers  and  releasing  certain  debtors  from  li¬ 
ability.  Violations  of  the  Fair  Credit  Reporting  Act  were 
to  be  corrected  by  disclosing  reguired  information  to 
affected  applicants. 

30.  Bank  with  assets  of  less  than  $25  million 

The  consumer  affairs  report  of  examination  dis¬ 
closed  reimbursable  overcharges  resulting  from  viola¬ 
tions  of  Regulation  Z.  The  potential  impact  of  those 
overcharges  was  significant  in  relation  to  the  bank's 
projected  earnings  for  the  year.  Internal  controls  were 
poor  for  the  third  consecutive  examination.  The  bank 
was  operating  under  a  Formal  Agreement  because  of 
deficiencies  identified  in  prior  commercial  examina¬ 
tions. 

A  Memorandum  of  Understanding  was  signed  by 
the  board  addressing  deficiencies  in  the  consumer 
area.  The  bank  was  required  to  appoint  a  compliance 
committee  to  monitor  adherence  to  provisions  of  the 
Memorandum  and  to  report  to  the  full  board  and  the 
regional  administrator  on  actions  taken.  The  Memoran¬ 
dum  directed  the  bank  to  correct  all  internal  control 
deficiencies  and  each  violation  of  law,  rule  or  regula¬ 
tion  cited  in  the  report  of  examination.  The  compliance 
committee  was  required  to  evaluate  the  sufficiency 
and  competency  of  the  consumer  compliance  officer 
and  all  other  personnel  involved  with  compliance  and 
to  report  results  to  the  board  and  regional  administra¬ 
tor.  The  board  was  required  to  formulate  and  adopt 
any  necessary  changes  in  compliance  staffing  plans 
and  policies.  The  board  was  also  required  to  develop 
and  submit  to  the  regional  administrator  for  his  com¬ 
ments  a  comprehensive  consumer  compliance  pro¬ 
gram.  The  bank  was  required  to  comply  with  the  resti¬ 
tution  provisions  of  Section  608  of  the  Truth-in-Lending 
Simplification  and  Reform  Act  (15  USC  1607). 

31.  Bank  with  assets  of  less  than  $25  million 

Problems  are  a  large  and  increasing  volume  of  clas¬ 
sified  loans,  an  inadequate  capital  base  and  numerous 
violations  of  law,  including  seven  violations  of  12  USC 
84.  Also,  the  level  of  past  due  loans  was  high,  and  nu¬ 
merous  credits  lacked  adequate  financial  information. 
The  deterioration  in  the  loan  portfolio  was  the  result  of 
inadequate  loan  supervision  by  the  president.  Addi¬ 
tionally,  the  bank  has  experienced  rapid  asset  growth 
due  to  extensive  oil  and  gas  exploration  in  the  area. 

A  Formal  Agreement  was  executed  requiring  the 
bank  to  (1)  analyze  and  prepare  a  plan  to  augment 
capital,  (2)  correct  violations  of  law,  (3)  develop  a  pro¬ 
gram  to  eliminate  criticized  assets,  (4)  take  necessary 
action  to  ensure  proper  collateral  documentation  and 
current  credit  information,  (5)  conduct  a  quarterly  re¬ 
view  of  allowance  for  possible  loan  losses  adequacy, 
(6)  define  the  responsibilities  of  senior  management 
and  develop  a  compensation  plan,  (7)  correct  internal 
controls  and  audit  deficiencies  and  (8)  implement  a  re¬ 
imbursement  program  for  truth-in-lending  over¬ 
charges 

32.  Bank  with  assets  of  less  than  $25  million 

Large  volume  of  criticized  assets,  heavy  loan  losses, 


inadequate  allowance  for  possible  loan  losses  and 
poor  earnings  were  all  due  to  previous  management. 
Former  management  made  liberal  extensions  of  credit 
to  local  borrowers  for  development  and  speculation. 
Other  problems  consisted  of  heavy  reliance  on  pur¬ 
chased  funds  and  violations  of  law,  rule  and  regula¬ 
tion. 

A  Memorandum  of  Understanding  was  executed  re¬ 
quiring  the  bank  to  (1)  evaluate  the  competency  and 
sufficiency  of  its  officer  staff,  (2)  formulate  a  written 
program  to  obtain  and  maintain  satisfactory  credit  in¬ 
formation  and  collateral  documentation,  (3)  review  and 
maintain  an  adequate  allowance  for  possible  loan 
losses,  (4)  develop  a  program  to  eliminate  criticized 
assets,  (5)  correct  statutory  violations,  (6)  develop  a 
written  program  to  achieve  and  maintain  adequate  li¬ 
quidity,  (7)  review  and  revise  existent  investment  poli¬ 
cies  and  (8)  correct  internal  control  deficiencies. 

33.  Bank  with  assets  of  less  than  $25  million 

A  general  examination  of  this  bank  showed  a  deteri¬ 
oration  of  the  loan  portfolio.  Classified  assets  consti¬ 
tuted  65  percent  of  gross  capital  funds,  past  due  loans 
constituted  13  percent  of  gross  loans,  satisfactory 
credit  information  was  lacking  in  19  percent  of  gross 
loans  and  allowance  for  possible  loan  losses  was  in¬ 
adequate. 

A  Formal  Agreement  required  prompt  action  to  pro¬ 
tect  the  bank’s  interests  with  respect  to  criticized  as¬ 
sets,  to  correct  all  collateral  documentation  and  credit 
document  deficiencies,  to  not  extend  additional  credit 
to  classified  borrowers  unless  in  the  best  interest  of  the 
bank  and  with  prior  written  board  approval,  to  adopt 
written  collection  policies  and  to  replenish  the  allow¬ 
ance  for  possible  loan  losses  to  1.2  percent  of  gross 
loans.  Within  90  days  of  the  effective  date  of  the 
Agreement,  the  bank  must  evaluate  the  officer  staff 
and  formulate  compensation  plans.  The  Agreement  re¬ 
quired  correction  of  consumer  violations  and  develop¬ 
ment  of  a  written  program  to  ensure  compliance  with 
consumer  law. 

The  Agreement  further  required  a  written  liquidity 
plan  within  60  days  and  corrected  internal  control 
exceptions. 

34.  Bank  with  assets  of  less  than  $25  million 

Classified  assets  increased  to  81  percent  of  gross 
capital  funds.  The  allowance  for  possible  loan  losses 
was  increased  during  the  examination  to  provide  for 
an  adequate  reserve.  A  capital  shortfall  had  previously 
been  identified,  and  a  capital  injection  was  completed 
shortly  after  the  examination.  The  bank’s  liquidity  posi¬ 
tion  was  strained.  The  bank  needed  a  revision  and  im¬ 
plementation  of  several  policies.  Violations  of  12  USC 
84,  12  CFR  21  and  215  were  cited  in  the  commercial 
examination.  Violations  of  12  CFR  27,  202  and  226  and 
24  CFR  3500  were  cited  in  a  concurrent  consumer  af¬ 
fairs  examination 

A  Memorandum  of  Understanding  required  correc¬ 
tion  of  violations  of  law  and  adoption  of  procedures  to 
prevent  future  violations.  The  board  of  directors 
agreed  to  (1)  take  any  actions  needed  to  provide  the 
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bank  with  capable  management  personnel,  (2)  formu¬ 
late  and  implement  a  written  program  to  eliminate  all 
assets  from  criticized  status,  (3)  revise  and  enforce  the 
bank’s  lending  policy,  (4)  ensure  that  the  bank  obtains 
current  and  satisfactory  information  on  all  loans  lack¬ 
ing  such  information  and  refrain  from  granting  or  re¬ 
newing  loans  until  said  information  has  been  ascer¬ 
tained  and  (5)  maintain  an  adequate  allowance  for 
possible  loan  losses. 

The  board  also  agreed  to  submit  to  the  regional  ad¬ 
ministrator  (1)  a  revised  investment  policy,  (2)  written 
guidelines  governing  liquidity  and  asset/liability  man¬ 
agement  and  (3)  an  internal  audit  program. 

35.  Bank  with  assets  of  $25  to  $50  million 

Classified  assets  increased  to  92  percent  of  gross 
capital  funds.  Approximately  65  percent  of  the  classi¬ 
fied  loans  were  extended  to  three  individuals  and  their 
business  interests.  Those  borrowers  were  (1)  a  direc¬ 
tor  and  member  of  the  bank's  control  group,  (2)  the  di¬ 
rector's  law  partner  who  also  served  as  bank  legal 
counsel  and  (3)  an  investment  partner  of  the  bank’s 
counsel.  The  bank’s  president  resigned  prior  to  the  ex¬ 
amination.  The  bank  was  supervised  without  written 
policies.  Violations  of  12  USC  84,  12  CFR  204.2, 
215.4(a),  215.4(b),  215  4(c)  and  215.7  and  31  CFR 
103.33  were  cited  in  the  commercial  examination.  Vio¬ 
lations  of  15  USC  1681  m(a),  12  CFR  25,  202  and  226 
and  a  state  law  were  cited  in  a  concurrent  consumer 
affairs  examination. 

Prior  to  initiating  the  administrative  action,  the  bank 
was  sold  to  a  new  ownership  group.  The  new  owner's 
purchased  the  bank  subject  to  removal  of  several  ille¬ 
gal  loans  and  establishment  of  an  escrow  account  to 
guarantee  payment  of  selected  classified  loans. 

A  Memorandum  of  Understanding  required  correc¬ 
tion  of  law  violations  and  adoption  of  procedures  to 
prevent  future  violations.  The  board  of  directors 
agreed  to  (1)  improve  the  quality  of  supervision  and 
employ  an  experienced  lending  officer,  (2)  formulate 
and  implement  a  written  program  to  eliminate  all  as¬ 
sets  from  criticized  status,  (3)  adopt  and  enforce  a 
lending  policy,  (4)  ensure  that  the  bank  obtains  current 
and  satisfactory  information  on  all  loans  lacking  such 
information  and  refrain  from  granting  or  renewing  loans 
until  that  information  has  been  ascertained  and  (5) 
maintain  an  adequate  allowance  for  possible  loan 
losses. 

The  board  also  agreed  to  submit  to  the  regional  ad¬ 
ministrator  (1)  an  acceptable  written  capital  program, 
(2)  a  comprehensive  budget,  (3)  an  investment  policy 
and  (4)  written  guidelines  governing  liquidity  and 
asset/liability  management  and  to  develop  a  revised 
internal  audit  program 

36.  Bank  with  assets  of  less  than  $25  million 

The  December  1980  examination  disclosed  serious 
deterioration  in  asset  quality,  insider  abuses,  ineffec¬ 
tive  board  supervision,  violations  of  law,  management 
deficiencies,  ineffective  loan  supervision  and  poor 
earnings.  Several  problems  related  to  the  controlling 
family.  Classified  assets  rose  to  61  percent  of  gross 


capital  funds,  compared  to  27  percent  at  the  previous 
examination.  A  large  portion  of  the  criticized  assets 
was  represented  by  $1.8  million  in  purchased  paper 
(land  contracts).  Ineffective  loan  supervision  was 
largely  responsible  for  the  deteriorated  condition  of  the 
portfolio.  The  bank  lost  $66,000  in  1980,  largely  due  to 
increased  loan  losses.  Violations  of  12  USC  73,  84, 
371  d,  °75a,  375b  and  12  CFR  18.2,  215.4,  26  and  31 
CFR  103.33  were  cited  in  the  report. 

A  Formal  Agreement  was  issued  by  this  Office  and 
executed  by  the  board.  The  Agreement  required  the 
board  to  correct  violations  of  law,  conduct  a  study  of 
management,  develop  a  loan  administration  policy,  re¬ 
duce  the  volume  of  classified  assets,  obtain  satisfac¬ 
tory  credit  information  and  adequate  collateral  on  new 
loans,  develop  quarterly  reviews  of  the  allowance  for 
possible  loan  losses,  develop  programs  to  improve  li¬ 
quidity  and  asset  and  liability  management,  develop 
budgets  and  develop  procedures  in  the  electronic 
data  processing  area.  The  Agreement  also  required  a 
review  and  elimination  of  internal  control  deficiencies 
and  prohibited  loan  participations  and  extensions  of 
credit  between  affiliates  of  the  bank. 

37.  Bank  with  assets  of  less  than  $25  million 

The  December  1980  examination  disclosed  serious 
deterioration  in  asset  quality,  several  deficiencies  relat¬ 
ing  to  administration  and  supervision  of  the  loan  port¬ 
folio  and  unacceptable  liquidity.  Classified  assets, 
largely  loans,  increased  from  38  percent  of  gross  capi¬ 
tal  funds  at  the  previous  examination  to  76  percent. 
The  deteriorated  asset  condition  was  attributed  primar¬ 
ily  to  the  chief  executive  officer’s  liberal  lending  philos¬ 
ophy  and  his  domination  of  the  board  and  manage¬ 
ment.  The  board,  controlled  by  management,  had 
seven  members,  including  only  three  outside  directors, 
one  a  retired  bank  officer.  Violations  of  12  USC  24  and 
375b  and  12  CFR  1.8,  7.1135,  7.3025  and  31  CFR 
103.33  were  cited  in  the  report  of  examination 

A  Formal  Agreement  was  issued  by  this  Office  and 
executed  by  the  board  requiring  a  plan  to  change  the 
composition  of  the  board  to  at  least  two-thirds  outside, 
independent  directors,  correction  of  the  violations  of 
law,  procedures  to  improve  loan  administration,  a  li¬ 
quidity  and  asset  and  liability  management  program,  a 
capital  plan,  formalized  budget  procedures,  a  revised 
investment  policy,  a  written  internal  audit  program,  a 
conflict  of  interest  policy,  correction  of  deficiencies 
disclosed  in  the  electronic  data  processing  report  and 
submission  of  monthly  progress  reports  detailing 
action  taken  to  correct  deficiencies. 

38.  Bank  with  assets  of  less  than  $25  million 

The  January  1981  examination  disclosed  serious  de¬ 
terioration  in  asset  quality,  repetitive  violations  of  law, 
staffing  deficiencies  and  ineffective  supervision  of  the 
loan  portfolio.  Classified  assets  increased  from  28  per¬ 
cent  of  gross  capital  funds  at  the  previous  examination 
to  59  percent,  which  included  a  significant  increase  in 
doubtful  and  loss  classifications.  Other  assets  espe¬ 
cially  mentioned  represented  an  additional  6  percent 
of  gross  capital  funds.  The  deteriorated  asset  condi- 
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tion  was  attributed  primarily  to  an  inadequate  staff  and 
ineffective  supervision  of  the  loan  portfolio.  Violations 
of  12  USC  84,  375a,  375b,  1817  and  1972  and  12  CFR 
18.3b  and  215  were  cited  in  the  report. 

A  Formal  Agreement  was  issued  by  this  Office  and 
executed  by  the  board  requiring  the  correction  of  vio¬ 
lations  of  law,  a  management  study,  a  revised  loan 
policy,  a  conflict  of  interest  policy,  the  procedures  to 
ensure  that  loans  are  properly  placed  on  nonaccrual, 
the  restriction  on  additional  advances  on  classified 
credits,  the  satisfactory  credit  information  on  all  new 
loans,  the  perfection  of  collateral  on  all  new  loans,  the 
restriction  on  renewals  or  extensions  of  loans  without 
first  collection  of  accrued  interest,  the  complete  docu¬ 
mentation  on  extensions  of  credit,  the  quarterly  review 
of  allowance  for  possible  loan  losses,  a  liquidity  and 
asset  and  liability  management  program,  a  financial 
plan,  including  formalized  budget  and  dividend  policy, 
and  elimination  of  internal  control  deficiencies. 

39.  Bank  with  assets  of  $50  to  $75  million 

Seventeen  violations  of  12  USC  84,  in  some  in¬ 
stances  four  times  the  lending  limit,  without  adequate 
security,  were  revealed  by  examination  of  the  bank. 
Several  violations  resulted  from  approval  of  large  over¬ 
drafts  and  payment  of  checks  on  uncollected  funds. 
The  violations  resulted  in  losses  that  seriously  de¬ 
pleted  the  bqnk’s  capital.  In  addition  to  those  violations 
of  Section  84,  the  examination  disclosed  violations  of 
consumer  law  and  other  regulations.  Criticized  assets 
amounted  to  180  percent  of  the  bank’s  gross  capital 
funds,  and  19  percent  of  the  gross  loans  outstanding 
lacked  satisfactory  credit  information.  Senior  executive 
officer  salaries  and  length  of  their  employment  con¬ 
tracts  were  considered  excessive.  In  addition,  the 
bank's  allowance  for  possible  loan  losses  was  inade¬ 
quate. 

Due  to  the  bank’s  condition,  a  Temporary  Order  to 
Cease  and  Desist  was  issued  against  the  bank. 
While  under  the  Temporary  Order,  the  board  of  direc¬ 
tors  terminated  employment  of  three  senior  executive 
officers  and  consented  to  issuance  of  a  final  Order  to 
Cease  and  Desist.  The  board  was  required  to  take  im¬ 
mediate  action  towards  correcting  Section  84  viola¬ 
tions  and  to  prevent  future  violations.  The  Order  re¬ 
quired  the  bank  to  make  full  written  disclosure  to  each 
shareholder  of  the  bank  of  all  violations  of  Section  84 
that  resulted  in  loss  to  the  bank,  including  amount  of 
loss,  underlying  transactions  that  constituted  violations 
and  explanation  of  potential  director  liability  under  12 
USC  93b  and  common  law  for  damages  from  the  viola¬ 
tions. 

The  Order  also  required  a  written  assessment  of 
management,  including  a  cost/benefit  analysis  of  less 
costly  alternatives  in  management  structure  and  per¬ 
sonnel  The  board  was  required  to  provide  the  bank 
with  a  new  chief  executive  officer.  The  board  was  re¬ 
quired  to  develop  and  implement  written  policies  and 
procedures  to  control  overdrafts,  to  strengthen  collec¬ 
tion  efforts  and  to  establish  the  authority  and  duties  of 
a  designated  consumer  compliance  officer  In  addi¬ 
tion,  the  Order  required  the  board  to  develop  and  im¬ 


plement  a  capital  plan  to  cause  an  injection  of  equity 
capital  in  a  specified  amount  (at  least  $1.3  million). 
The  Order  prohibited  the  bank  from  declaring  or  pay¬ 
ing  dividends. 

40.  Bank  with  assets  of  less  than  $25  million 

Poor  loan  administration  by  management  and  the 
lack  of  adequate  supervision  by  the  board  of  directors 
had  allowed  deterioration  in  the  bank’s  condition.  Inter¬ 
nal  credit  weaknesses  included  overlending,  poor  se¬ 
lection  of  risks,  failure  to  obtain  or  enforce  liquidation 
agreements  and  incomplete  credit  information.  For  a 
12-month  period  beginning  in  May  1978,  loan  volume 
accelerated  rapidly  under  weak  lending  procedures, 
with  heavy  reliance  placed  on  collateral  values  and 
guarantees  rather  than  repayment  capacity.  An  exami¬ 
nation  performed  in  late  1980  disclosed  classified  as¬ 
sets  at  82  percent  of  gross  capital  funds.  A  significant 
portion  of  classified  loans  originated  at  an  affiliated 
bank.  Poor  asset  quality  has  adversely  impacted  the 
allowance  for  possible  loan  losses,  earnings  and  capi¬ 
tal.  There  was  one  violation  of  12  USC  84. 

The  Formal  Agreement  required  the  directorate  to 
formulate  and  implement  written  programs  to  (1)  re¬ 
move  each  asset  from  a  criticized  status,  (2)  provide  a 
written  loan  policy  to  correct  the  lending  deficiencies 
noted  in  the  examination  report,  (3)  increase  the  allow¬ 
ance  for  possible  loan  losses  to  an  adequate  level  and 
document  quarterly  reviews,  (4)  provide  effective  su¬ 
pervision  of  the  lending  function,  with  either  a  new,  ca¬ 
pable  senior  lending  officer  or  a  loan  committee  to  in¬ 
clude  additional  lending  expertise,  (5)  provide  written 
guidelines  for  managing  the  bank’s  assets  and  liabili¬ 
ties,  (6)  provide  an  operating  plan  which  recognizes 
and  accounts  for  the  bank’s  capital  needs  and  antici¬ 
pated  level  of  earnings  and  (7)  restrict  dividends  with¬ 
out  prior  approval  of  the  Comptroller. 

41.  Bank  with  assets  of  less  than  $25  million 

An  examination  performed  in  the  first  quarter  of  1981 
disclosed  a  significant  deterioration  in  loan  quality 
which  the  examiner-in-charge  attributed  to  poor  loan 
administration,  weak  management  and  weakened 
economy.  Loan  losses  in  1981  will  have  an  adverse 
impact  on  earnings,  which  were  already  well  below  av¬ 
erage  because  of  low  net  interest  margins.  Manage¬ 
ment  has  failed  to  offset  rapidly  increasing  cost  of 
funds  with  proper  pricing  policies. 

The  Formal  Agreement  required  the  board  of  direc¬ 
tors  to  (1)  provide  the  bank  with  a  new,  capable  senior 
lending  officer,  (2)  develop  and  implement  a  written 
program  to  remove  each  asset  from  a  classified  status, 
(3)  develop  and  implement  a  written  loan  policy,  (4) 
obtain  current  and  satisfactory  credit  information  on  all 
loans,  (5)  develop  an  adequate  loan  collection  pro¬ 
gram,  including  a  properly  trained  staff,  (6)  conduct  at 
least  quarterly  reviews  of  the  allowance  for  possible 
loan  losses  and  make  any  appropriate  adjustments, 
(7)  develop  and  implement  written  guidelines  for  asset 
and  liability  management,  (8)  form  an  asset  and  liabil¬ 
ity  management  committee  to  consider,  among  other 
things,  conversion  to  a  full  accrual  method  of  account- 
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ing,  (9)  develop  and  implement  an  operating  plan  to 
increase  and  maintain  earnings  at  an  adequate  level, 
(10)  provide  the  bank  with  a  new,  capable  chief  exec¬ 
utive  officer,  if  significant  improvement  in  the  bank’s 
condition  is  not  shown  prior  to  the  next  examination, 
and  (1 1)  restrict  dividends  without  prior  approval  of  the 
Comptroller’s  Office. 

42.  Bank  with  assets  of  less  than  $25  million 

An  examination  performed  in  late  1980  disclosed 
that  the  bank’s  condition  had  deteriorated,  with  classi¬ 
fied  assets  increasing  to  80  percent  of  gross  capital 
funds  compared  to  15  percent  at  the  previous  exami¬ 
nation.  The  examiner-in-charge  attributed  the  bank’s 
condition  to  ineffective  management  and  lack  of  su¬ 
pervision  by  the  board  of  directors.  Loan  administra¬ 
tion  problems  included  insufficient  credit  information, 
lack  of  deferred  repayment  programs,  heavy  reliance 
on  collateral  values  and  inadequate  lending  staff.  The 
bank  was  operating  without  a  formal  asset  and  liability 
management  policy  despite  recent  significant  in¬ 
creases  in  the  volume  of  rate  sensitive  liabilities.  Addi¬ 
tionally,  the  consumer  compliance  section  of  the  ex¬ 
amination  revealed  a  number  of  violations  of  law  and 
regulation.  There  were  also  two  violations  of  12  USC 
84  and  one  violation  of  12  CFR  215  cited  in  the  report 
of  examination. 

The  Memorandum  of  Understanding  required  the 
board  of  directors  to  (1)  develop  and  implement  a  pro¬ 
gram  to  remove  each  asset  from  a  classified  status,  (2) 
ensure  that  current  and  satisfactory  credit  information 
is  acquired  on  all  loans,  (3)  adopt  a  written  loan  policy 
of  a  safe  and  sound  nature,  (4)  conduct  quarterly  re¬ 
views  of  the  allowance  for  possible  loan  losses  and 
make  any  appropriate  adjustments,  (5)  provide  the 
bank  with  a  new,  active  and  capable  chief  executive 
officer,  (6)  develop  and  implement  written  guidelines 
for  managing  assets  and  liabilities,  (7)  develop  an 
operating  plan  recognizing  and  accounting  for  the 
bank’s  capital  needs,  (8)  take  immediate  action  to  cor¬ 
rect  all  violations  of  law,  rule  or  regulation  cited  in  the 
report  of  examination  and  (9)  implement  an  internal 
control  program  to  prevent  future  violations  of  con¬ 
sumer  laws  and  regulations. 

43.  Bank  with  assets  of  less  than  $25  million 

Poor  loan  administration  and  weak  management  and 
director  supervision  have  caused  an  excessive  volume 
of  criticized  assets.  Loan  deficiencies  included  liberal 
lending  and  renewal  policies,  ineffective  collection  ef¬ 
forts,  lack  of  effective  credit  analysis,  absence  of  re¬ 
view  procedures  and  overreliance  on  collateral.  Dis¬ 
tressed  local  economic  conditions  have  also  had  an 
adverse  impact  on  the  quality  of  the  loan  portfolio. 
Also,  below  average  earnings  have  resulted  from  loan 
loss  provisions  and  improper  pricing  practices. 

The  Memorandum  of  Understanding  executed  re¬ 
quired  the  board  of  directors  to  (1)  develop  and  imple¬ 
ment  a  written  program  to  remove  each  asset  from  a 
classified  status,  (2)  adopt  a  comprehensive  written 
loan  policy,  (3)  establish  procedures  to  ensure  that  all 
loans  are  supported  by  current  and  adequate  credit 


information,  and  (4)  develop  and  implement  a  compre¬ 
hensive  written  policy  for  managing  the  bank’s  assets 
and  liabilities. 

44.  Bank  with  assets  of  less  than  $25  million 

An  examination  revealed  deterioration  in  the  bank’s 
condition.  Weak  executive  management  and  poor  di¬ 
rector  supervision  contributed  to  that  deterioration.  To¬ 
tal  classified  assets  equaled  1 10  percent  of  gross  cap¬ 
ital  funds.  An  extension  of  credit  to  one  corporation 
exceeding  the  lending  limit  imposed  by  12  USC  84 
represented  a  substantial  portion  of  classified  loans. 
All  of  the  individual  credits  involved  were  severely  de¬ 
linquent  and  on  nonaccrual,  and  significant  loss  poten¬ 
tial  was  present  for  which  no  reserve  had  been  estab¬ 
lished.  Ultimate  collection  of  those  advances  was  seri¬ 
ously  in  question  due  to  the  extensive  litigation  in 
process.  As  a  result,  the  allowance  for  possible  loan 
losses  was  inadequate,  and  a  substantial  provision 
was  required.  Speculative  investment  practices  of  the 
early  1970’s  continued  to  hinder  the  bank’s  earnings, 
liquidity  and  flexibility.  Classified  investments  approxi¬ 
mated  46  percent  of  gross  capital  funds.  The  portfolio 
was  centered  on  a  large  volume  of  long-term,  deeply 
depreciated  municipal  obligations.  Bond  depreciation 
totaled  221  percent  of  adjusted  capital.  The  bank's 
current  operating  loss  and  its  significant  tax  carry-for¬ 
ward  position  have  resulted  in  the  inability  of  the  bank 
to  gain  any  benefit  on  tax-free  income.  That  situation 
has  resulted  in  a  negative  carry  on  the  portfolio.  Capi¬ 
tal  was  considered  seriously  inadequate  due  to  heavy 
bond  depreciation  and  high  risk  associated  with  clas¬ 
sified  loans  and  securities. 

An  Order  to  Cease  and  Desist  required  the  board  of 
directors  to  cause  at  least  $2.5  million  in  equity  capital 
to  be  injected  into  the  bank's  capital  accounts  within 
180  days.  A  compliance  committee  composed  of  out¬ 
side  directors  was  required,  among  other  things,  to 
perform  a  study  of  current  management  with  a  specific 
review  of  the  performance  of  the  president  and  chair¬ 
man  of  the  board.  The  study  required  evaluation  of 
management’s  responsibility  for  the  bank’s  current 
condition,  its  ability  to  correct  those  problems  and  de¬ 
termination  of  whether  the  best  interests  of  the  bank 
required  appointment  of  new  management  The  board 
of  directors  was  required  to  implement  an  internal  loan 
review  system  to  identify  actual  and  potential  loan  pro¬ 
blems  and  loans  not  conforming  to  policy.  The  board 
was  required  to  revise  the  bank’s  investment  policy 
and  implement  a  systematic  program  to  shorten  the 
maturity  distribution  of  the  investment  portfolio,  im¬ 
prove  its  yield  and  upgrade  its  quality.  The  board  was 
also  required  to  implement  an  asset/liability  manage¬ 
ment  policy.  Dividends  without  the  prior  approval  of 
the  regional  administrator  were  prohibited  Programs 
were  to  be  developed  which  addressed  methods  to 
improve  earnings,  ongoing  capital  requirements,  elimi¬ 
nation  of  the  grounds  of  criticism  for  criticized  assets, 
maintenance  of  the  allowance  for  possible  loan  losses 
at  an  adequate  level,  methods  to  reduce  the  level  of 
delinquent  loans  and  maintenance  of  adequate  credit 
file  documentation 
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That  portion  of  the  Notice  of  Charges  dealing  with 
the  extension  of  credit  in  excess  of  the  lending  limits 
imposed  by  Section  84  remained  outstanding. 

45.  Bank  with  assets  of  less  than  $25  million 

Loan-related  problems  and  management  deficien¬ 
cies  persisted  in  the  bank  although  a  Memorandum  of 
Understanding  had  led  to  correction  of  other  pro¬ 
blems.  Poor  loan  administration  practices  were  pro¬ 
nounced  with  respect  to  origination  and  collection 
standards.  The  result  was  a  high  volume  of  criticized 
loans,  an  inordinate  level  of  past  due  accounts  and  nu¬ 
merous  credit  data  exceptions.  Loan  losses  were  ex¬ 
cessive  and,  combined  with  past  due  loan  interest,  ad¬ 
versely  affected  earnings  and,  thereby,  equity  growth 
Two  longstanding  violations  of  law,  one  resulting  in  a 
loss  to  the  bank,  were  cited. 

A  Formal  Agreement  required  correction  of  the  stat¬ 
utory  violations  and  adoption  of  procedures  to  prevent 
future  violations.  The  Agreement  formalized  OCC 
action  taken  pursuant  to  the  Financial  Institutions  Reg¬ 
ulatory  and  Interest  Rate  Control  Act.  The  directors 
were  required  to  indemnify  the  bank  for  all  losses  and 
expenses  incurred  as  a  result  of  a  12  USC  84  violation. 
The  bank  agreed  to  implement  written  programs  to 
eliminate  all  assets  from  a  criticized  status  and  to 
maintain  well-documented  credit  files.  The  board 
agreed  to  engage  a  new,  capable  senior  officer  and  to 
perform  a  study  on  management’s  quality  and  effec¬ 
tiveness.  The  board’s  compliance  committee  was 
charged  with  responsibility  for  monitoring  compliance 
with  the  Agreement. 

46.  Bank  with  assets  of  $75  to  $100  million 

An  examination  revealed  deterioration  in  the  bank’s 
condition,  including  numerous  violations  of  laws.  Weak 
management  and  poor  director  supervision,  combined 
with  the  failure  to  adapt  the  loan  policy  to  the  substan¬ 
tial  growth  of  the  bank,  were  the  primary  factors  in  the 
deterioration.  The  board  of  directors  failed  to  enforce 
adherence  to  the  bank’s  policies,  particularly  loan  pol¬ 
icy  and  audit  procedures.  Total  criticized  assets 
equaled  97  percent  of  gross  capital  funds.  Loans 
lacking  current  and  satisfactory  credit  information  to¬ 
taled  15  percent  of  gross  capital  funds.  The  capital 
base  had  been  weakened  due  to  the  bank’s  substan¬ 


tial  growth,  and  funds  management  was  becoming  a 
problem.  Loan  review  and  allowance  for  loan  losses 
were  inadequate,  audit  procedures  were  poor  and  in¬ 
ternal  controls  were  weak.  Violations  of  law  were  found 
in  the  commercial  and  consumer  areas  and  included 
12  USC  21a,  375a,  and  375b,  15  USC  78j(b),  17  CFR 
290.1  Ob-5,  and  12  CFR  2.4,  215,  7.2700,  and  7.5225 
and  31  CFR  103. 

A  Formal  Agreement  required  formation  of  a  commit¬ 
tee  to  monitor  compliance  with  terms  of  the  Agree¬ 
ment.  The  compliance  committee  was  required  to  in¬ 
vestigate  and  determine  the  amount  of  all  credit  life 
insurance  paid  in  violation  of  12  CFR  2.4  to  directors  or 
other  bank  employees  and  to  seek  reimbursement.  It 
was  also  required  to  perform  an  evaluation  of  the 
bank’s  management  and  staff  and  to  recommend  a 
plan  to  correct  identified  deficiencies.  The  bank  was 
required  to  correct  all  violations  of  law  in  the  commer¬ 
cial  and  consumer  areas  and  was  prohibited  from 
making  further  extensions  of  credit  to  insiders  of  the 
bank  unless  in  conformity  with  the  provisions  of  12 
USC  375a  and  b.  The  bank  was  required  to  revise  its 
internal  loan  review  system  to  ensure  that  problem 
loans  were  identified  in  a  timely  manner  and  that  the 
bank’s  loan  policy  was  adhered  to.  The  bank  was  re¬ 
quired  to  prepare  an  analysis  of  its  capital  needs  and 
formulate  a  program  to  maintain  the  capital  at  an  ade¬ 
quate  level.  Due  to  the  violations  of  the  Truth-in- 
Lending  Simplification  and  Reform  Act,  the  bank  was 
required  to  review  its  records  and  identify  all  transac¬ 
tions  subject  to  reimbursement  pursuant  to  the  act  and 
to  make  reimbursement  to  those  customers.  The  bank 
was  also  required  to  review  its  records  to  determine  all 
the  instalment  loan  applicants  who  were  denied  credit 
based  on  information  from  a  source  other  than  a  credit 
reporting  agency  and  to  notify  them  of  their  rights  to 
have  access  to  that  information.  Additionally,  the  bank 
was  required  to  (1)  implement  a  written  program  to 
eliminate  all  assets  from  criticized  status,  (2)  imple¬ 
ment  procedures  to  obtain  satisfactory  credit  and  col¬ 
lateral  documentation,  (3)  establish  appropriate  con¬ 
sumer  and  commercial  audit  procedures,  (4)  correct 
all  internal  control  deficiencies,  (5)  implement  a  written 
policy  for  funds  management,  and  (6)  develop  and  im¬ 
plement  a  policies  and  procedures  manual  for  con¬ 
sumer  compliance. 
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Interpretive  Letters — January  15  to  June  15,  1981 


Topic  Letter  No. 

Laws 

12  USC  24(7)  . 174,  177,  183 

12  USC  26  .  190 

12  USC  36  .  188 

12  USC  36(f)  . 193 

12  USC  73  .  187 

12  USC  81  . 193 

12  USC  82  . 174.  181,  189,  193 

12  USC  84  . 182,  184 

12  USC  84(6)  . 185 

12  USC  84(7)  . 185 

12  USC  85  .  178 

12  USC  86  . 178 

12  USC  371c  . 175,  176,  195 

12  USC  376  .  191 

12  USC  378  .  174  194 

12  USC  484  .  186 

12  USC  1818b .  187 

12  USC  1828  .  179 

12  USC  1861  .  196 

12  USC  3101  .  179 

12  USC  3201  . 190 

15  USC  78  . 182 

Regulations 

12CFR2  . 187 

12CFR5  . 188 

12  CFR  7.1125  . 184 

12  CFR  7.1310  . 184 

12  CFR  7.1560  . 185 

12  CFR  7.1570  . 185 

12  CFR  7.3400  . 183 

12  CFR  7.7310  . 178 

12  CFR  7.7515  . 186 

12  CFR  9.18  . 180 

12  CFR  204  . 191 

12  CFR  217  . 191 

12  CFR  250.250  . 176 

31  CFR  210  . 177 

Subject 

Bank  service  corporation  . 196 

Employee  Retirement  Income  Security  Act  . 197 

Trust  assets  . 198 

Trust  Banking  Circular  14  . 192 

Trust  operations  . 192 
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174 — December  16,  1980 

This  is  in  response  to  your  letter  of  March  13,  1980, 
concerning  the  proposal  of  ***  (Bank)  to  sell  participa¬ 
tions  in  a  pool  of  industrial  development  revenue 
bonds.  I  apologize  for  the  delay  in  responding  to  your 
inquiry. 

Proposal 

You  state  that  Bank  currently  carries  a  total  of  ap¬ 
proximately  $70  million  in  tax  exempt  industrial  devel¬ 
opment  revenue  bonds  in  its  loan  portfolio.  The  bonds 
range  in  denomination  from  $60,000  to  $15  million  with 
maturities  varying  from  less  than  1  year  to  approxi¬ 
mately  10  years.  Because  of  its  current  tax  position, 
Bank  wishes  to  create  a  pool  of  those  assets  and  sell 
participations  in  the  pool  to  several  of  its  correspon¬ 
dent  banks  in  Minnesota  that  have  a  need  for  tax  ex¬ 
empt  income.  Each  participant  would  have  a  fixed 
fractional  interest  in  each  loan  in  the  pool  and  would 
share  pro  rata  in  the  principal  and  interest  payments 
received  from  the  borrowers.  The  participants  would 
have  no  recourse  to  Bank  in  the  event  of  a  default  on 
the  part  of  a  borrower.  Bank  would  use  its  own  person¬ 
nel  to  sell  the  participations  and  to  administer  the  pool. 
Bank  does  not  intend  to  register  the  pool  under  state 
or  federal  securities  laws. 

You  state  that  you  have  requested  your  attorneys  to 
render  an  opinion  on  the  tax  aspects  of  the  pool. 

You  request  our  opinion  concerning  the  treatment  of 
that  proposal  under  12  USC  82,  and  the  Glass- 
Steagall  Act,  specifically  12  USC  378.  You  refer  to  an 
interpretive  letter  from  our  Office  dated  May  18,  1978, 
in  which  we  concluded  that  a  sale  of  participations  in  a 
mortgage  pool  would  not  violate  12  USC  82  or  12  USC 
378.  You  believe  that  Bank’s  proposed  pool  would  be 
similar  to  the  pool  described  in  the  letter  of  May  18, 
1978. 

Legal  Issues 

Because  the  participants  would  have  no  recourse  to 
Bank  in  the  event  of  default  on  the  part  of  borrowers 
(i.e.  the  entities  from  which  Bank  purchased  the  indus¬ 
trial  development  revenue  bonds),  I  believe  that 
Bank’s  proposal  could  accurately  be  called  a  sale  of 
assets  on  which  Bank  would  retain  no  liability.  Accord¬ 
ingly,  12  USC  82  would  not  be  applicable.  That  as¬ 
sumes  that  Bank  would  not  exchange  or  substitute 
bonds  in  its  portfolio  for  bonds  in  the  pool  once  the 
pool  has  been  established.  That  also  assumes  that 
Bank  would  not  repurchase  the  bonds  except  in  highly 
limited  circumstances,  such  as  where  the  bond  docu¬ 
ments  are  found  to  be  materially  and  incurably  defec¬ 
tive  or  to  facilitate  final  liquidation  of  the  pool. 

Because  the  transaction  would  involve  a  sale  of  as¬ 
sets  without  any  repurchase  provision,  it  would  also 
appear  that  the  transaction  would  not  create  deposits 
for  purposes  of  Regulations  D  and  O  (see  12  CFR  204 
and  12  CFR  217).  However,  we  would  defer  to  the 
Federal  Reserve  Board  on  that  question. 

More  significant  problems  are  presented  by  your 
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statement  that  Bank  does  not  intend  to  register  the 
pool  under  state  or  federal  securities  laws.  Although 
tax  exempt  industrial  development  revenue  bonds  are 
generally  exempt  from  the  registration  requirements  of 
the  Securities  Act  of  1933  by  15  USC  77c(a)(2),  units 
of  participation  in  a  pool  of  those  bonds  may  be  con¬ 
sidered  separate  securities  subject  to  registration  un¬ 
der  that  act.  Although  it  may  appear  that  other  exemp¬ 
tions  might  continue  to  be  available  (e.g.,  15  USC 
77c(a)(2),  securities  issued  by  bank;  15  USC 
77c(a)(11),  intrastate  exemptions;  15  USC  77c(d)(2), 
private  placements),  those  are  matters  for  the  Securi¬ 
ties  and  Exchange  Commission  (SEC)  to  decide. 

Similarly,  although  banks  may  be  exempt  from  regis¬ 
tration  requirements  of  the  Investment  Company  Act  of 
1940  by  15  USC  80a-3(c)(3),  the  pool  may  be  consid¬ 
ered  a  separate  investment  company  subject  to  regis¬ 
tration  under  the  act.  That  is  also  a  matter  for  the  SEC 
to  decide.  I  suggest  that  Bank  contact  the  SEC  directly 
on  those  issues.  I  also  suggest  that  Bank  consult  local 
counsel  to  ascertain  whether  there  are  any  state  blue- 
sky  provisions  applicable  to  Bank's  proposal. 

Our  records  indicate  that  Bank  has  a  separate  de¬ 
partment  which  is  registered  as  a  municipal  securities 
dealer  under  15  USC  78c(a)(30).  It  appears  that  the 
tax  exempt  industrial  development  revenue  bonds  in¬ 
volved  in  the  proposal  are  "municipal  securities”  as 
that  term  is  defined  in  Section  3(a)(29)  of  the  Securities 
Exchange  Act  of  1934,  as  amended,  15  USC 
78c(a)(29).  In  that  regard,  I  wish  to  call  your  attention 
to  a  rule  of  the  Municipal  Securities  Rulemaking  Board 
(established  pursuant  to  15  USC  78o-4(b))  that  might 
be  applicable  to  Bank's  proposal.  Rule  G-31  prohibits 
certain  reciprocal  dealings  between  municipal  securi¬ 
ties  dealers  and  investment  companies.  You  may  wish 
to  seek  clarification  from  the  Municipal  Securities  Rule- 
making  Board  on  the  applicability  of  that  and  other 
rules  to  the  proposed  transaction. 

The  question  of  the  applicability  of  the  Glass- 
Steagall  Act,  specifically  12  USC  378,  to  such  pro¬ 
posals  as  that  at  hand  has  not  been  resolved  by  the 
courts.  Because  that  act  contains  criminal  penalties, 
we  cannot  give  a  binding  interpretation  of  the  applica¬ 
bility  of  that  act  to  any  particular  transaction.  The  only 
person  who  could  give  such  a  binding  interpretation  is 
the  Attorney  General  of  the  United  States  or  his  desig¬ 
nee. 

However,  I  do  wish  to  note  that  under  the  Glass- 
Steagall  Act,  specifically  12  USC  378,  a  national  bank 
is  prohibited  from: 

issuing,  underwriting,  selling  or  distributing,  at 
wholesale  or  retail,  or  through  syndicate  participa¬ 
tion,  stocks,  bonds,  debentures,  notes  or  other  se¬ 
curities, 

except  to  the  extent  permitted  by  12  USC  24 

Pursuant  to  12  USC  24(7),  which  refers  to  "invest¬ 
ment  securities"  and  to  the  Comptroller's  regulations 
thereon  (see  12  CFR  1),  a  national  bank  may  purchase 
and  sell  industrial  development  revenue  bonds  for  its 
own  account. 

However,  there  is  no  authority  for  a  national  bank  to 
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deal  in  (/. e. ,  purchase  and  sell  in  a  distribution  sense) 
or  underwrite  industrial  development  revenue  bonds 
under  12  USC  24(7)  or  12  CFR  1.*  The  sale  of  units  of 
participation  in  a  pool  of  industrial  development  reve¬ 
nue  bonds  might  be  deemed  to  constitute  an  unau¬ 
thorized  "dealing  in"  or  underwriting  of  the  industrial 
development  revenue  bonds.  Also,  units  of  participa¬ 
tion  in  a  pool  of  industrial  development  revenue  bonds 
might  be  considered  separate  securities  from  the  un¬ 
derlying  bonds.  Thus,  even  assuming  authority  could 
be  found  for  a  national  bank  to  “deal  in”  or  underwrite 
the  underlying  bonds,  it  could  be  argued  that  there 
would  be  no  authority  for  a  national  bank  to  “deal  in” 
or  underwrite  the  participations  because  they  would 
be  separate  securities.  At  the  present  time,  those  is¬ 
sues  have  not  been  resolved.  Therefore,  we  cannot  ex¬ 
press  an  opinion  that  the  Glass-Steagall  Act,  specifi¬ 
cally  12  USC  378,  would  not  prohibit  the  sale  of  the 
units  of  participation  in  the  present  proposal. 

On  the  other  hand,  because  the  participations  would 
only  be  sold  to  other  correspondent  banks  in  Minne¬ 
sota,  that  would  virtually  eliminate  promotional  hazards 
and  purchases  by  unsophisticated  investors.  Promo¬ 
tional  hazards  and  purchases  by  unsophisticated  in¬ 
vestors  are  among  the  important  factors  in  determining 
the  applicability  of  the  restrictions  of  the  Glass-Steagall 
Act  (see  Investment  Company  Institute  v.  Camp,  401 
U.S.  617  (1971);  12  CFR  250.221). 

Finally,  in  determining  the  applicability  of  the  Glass- 
Steagall  Act,  your  proposal  may  not  be  considered 
similar  to  the  proposal  we  approved  in  the  May  18, 
1978,  letter  which  you  refer  to.  In  that  letter,  the  Office 
expressed  the  view  that  the  sale  of  participations  in  a 
mortgage  pool  did  not  violate  the  Glass-Steagall  Act 
because  the  second  proviso  to  12  USC  378(a)(1)  ap¬ 
pears  to  indicate  lack  of  congressional  opposition  to 
such  proposals.  It  states  in  pertinent  part  that: 

nothing  in  this  paragraph  shall  be  construed  as  af¬ 
fecting  in  any  way  such  right  as  any  bank  .  .  .  may 
otherwise  possess  to  sell,  without  recourse  or 
agreement  to  repurchase,  obligations  repre¬ 
senting  loans  on  real  estate. 

That  proviso  does  not  appear  to  be  applicable  to  the 
present  proposal. 

Charles  F.  Byrd 

Assistant  Director 

Legal  Advisory  Services  Division 

*  *  * 


175 — December  19,  1980 

This  responds  to  your  July  17,  1980,  letter  to  Mr. 
John  Meade,  Deputy  Regional  Administrator  for  Exami¬ 
nations  It  also  responds  to  a  letter  of  the  same  date 
from  ***,  your  bank's  vice  president  and  general 


*  Although  some  industrial  development  revenue  bonds  may  be 

classified  as  "loans''  rather  than  "investment  securities,"  I  believe 

that  they  should  all  be  treated  similarly  for  purposes  of  this  analysis 


counsel,  to  Mr.  Meade.  Both  letters,  which  concern  the 
meaning  and  applicability  of  12  USC  371c,  have  been 
forwarded  to  me  for  response. 

The  fact  situation  involved,  as  I  understand  it,  is  as 
follows.  [Corporation  I  (C  I)]  is  a  wholly  owrfed  subsidi¬ 
ary  of  [Corporation  II  (C  II)],  and  [C  II]  is  wholly  owned 
by  [Bank  Holding  Company],  the  parent  holding  com¬ 
pany  of  [Bank], 

In  May  1980,  Bank  entered  into  a  participation 
agreement  with  [C  I],  Pursuant  to  the  agreement,  Bank 
purchased  an  $8.5  million  participation  interest  in  a 
$13,324,181  existing  pool  of  loans  owned  by  [C  I],  The 
average  annual  interest  rate  on  the  loans  is  15.24  per¬ 
cent.  Under  the  agreement,  [C  I]  will  continue  to  re¬ 
ceive  principal  and  interest  payments  on  the  loans  in 
the  pool.  [C  I]  will  make  periodic  payments  to  Bank  of 
principal  and  interest.  Bank  will  receive  12  percent  in¬ 
terest.  To  protect  Bank  against  loss  due  to  default  on 
loans  in  which  it  has  its  $8.5  million  participation  inter¬ 
est,  the  agreement  provides  that  the  entire 
$13,324,181  loan  pool  is  available  to  meet  [C  I’s]  obli¬ 
gations  to  Bank.  In  addition,  [C  I’s]  parent,  [C  II],  has 
guaranteed  [C  I’s]  performance  under  the  participation 
agreement. 

Due  to  their  common  ownership,  [C  I]  and  Bank  are 
affiliates  (see  12  USC  221a).  Senior  national  bank  ex¬ 
aminer  ***,  in  a  recent  report  of  examination,  cited 
Bank  for  violation  of  12  USC  371c.  That  provision  gov¬ 
erns  collateralization  of  loans  or  extensions  of  credit  to 
affiliates.  The  section  provides,  in  pertinent  part,  that: 

No  member  bank  shall  (1)  make  any  loan  or  any 
extension  of  credit  to,  or  purchase  securities  un¬ 
der  repurchase  agreement  from,  any  of  its  affili¬ 
ates  [in  excess  of  specified  percentages  of  the 
bank’s  capital  and  surplus]. 

Within  the  foregoing  limitations,  each  loan  or  ex¬ 
tension  of  credit  of  any  kind  or  character  to  an  af¬ 
filiate  shall  be  secured  by  collateral  in  the  form  of 
stocks,  bonds,  debentures  or  other  such  obliga¬ 
tions  having  a  market  value  at  the  time  of  making 
the  loan  or  extension  of  credit  of  at  least  20  per 
centum  more  than  the  amount  of  the  loan  or  exten¬ 
sion  of  credit  .... 

For  the  purpose  of  this  section,  (1)  the  terms  “ex¬ 
tension  of  credit”  and  “extensions  of  credit”  shall 
be  deemed  to  include  (A)  any  purchase  of  securi¬ 
ties,  other  assets  or  obligations  under  repurchase 
agreement  and  (B)  the  discount  of  promissory 
notes,  bills  of  exchange,  conditional  sales  con¬ 
tracts  or  similar  paper,  whether  with  or  without  re¬ 
course  .... 

You  do  not  agree  with  examiner  ***'s  application  of 
Section  371c.  You  do  not  dispute  that  [C  I  ]  is  an  affili¬ 
ate  of  Bank.  However,  you  argue  that  Bank’s  purchase 
of  the  participation  in  [C  I  s  |  loan  pool  is  not  subject  to 
Section  371c  because  it  was  not  a  loan  or  extension  of 
credit  Alternatively,  you  argue  that  Bank  has  received 
from  |C  1 1  collateral  of  the  type  and  in  the  amount  re¬ 
quired  by  Section  371c.  The  collateral  you  refer  to  is 
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the  full  amount  of  the  loan  pool  available  to  meet  [C  I's] 
obligations  to  Bank  under  the  participation  agreement. 

In  my  opinion,  Bank’s  purchase  of  the  participation 
was  a  loan  or  extension  of  credit  to  an  affiliate  for  Sec¬ 
tion  371c  purposes.  It  was  not  properly  collateralized 
and  thus  constitutes  a  violation  of  that  section.  My  rea¬ 
soning  follows. 

Assuming  that  Bank’s  purchase  was  a  true  partici¬ 
pation  in  the  loan  pool,  it  is  subject  to  Section  371c  as 
an  extension  of  credit.*  The  section  defines  extension 
of  credit  as  including  the  "discount  of  promissory 
notes,  bills  of  exchange,  conditional  sales  contracts,  or 
similar  paper,  whether  with  or  without  recourse."  As 
stated  by  the  Federal  Reserve  Board  in  12  CFR 
250.250,  the  term  ‘‘discount’’  in  the  above  quoted  pro¬ 
vision  also  means  purchase.  The  loans  in  [C  I’s]  pool 
are  within  the  meaning  of  that  provision's  term  ‘‘similar 
paper." 

Thus  Bank’s  purchase  of  a  participation  in  that  pool 
was  an  extension  of  credit  to  an  affiliate.  As  such,  it 
must  be  properly  collateralized  under  Section  371c. 

As  previously  noted,  you  argue  that  because  the  en¬ 
tire  loan  pool  is  available  for  repayment  to  Bank,  the 
participation  agreement  meets  the  collateralization  re¬ 
quirement  of  Section  371c.  However,  Section  371c  re¬ 
quires  collateral  "in  the  form  of  stocks,  bonds,  deben¬ 
tures  or  other  such  obligations."  The  Federal  Reserve 
Board  has  interpreted  that  to  include  only  obligations 
of  the  type  referred  to  as  investment  securities  ( Inter¬ 
pretations  of  the  Board  of  Governors  of  the  Federal  Re¬ 
serve  System,  Paragraph  4050,  1979).  The  loans  in  the 
[C  I]  pool  are  not  such  securities.  Furthermore,  the 
Board  interprets  Section  371c  as  requiring  collateral: 

for  which  there  are  sufficient  price  quotations  on 

the  open  market  to  make  it  possible  to  determine 

[the  collateral’s]  market  value  with  reasonable  cer¬ 
tainty.  [Id] 

It  is  extremely  unlikely  that  the  loans  in  the  (C  I)  pool 
meet  that  criterion. 

Thus,  in  summary,  Bank’s  loan  participation  is  sub¬ 
ject  to  the  Section  371c  requirement  for  collateral  con¬ 
sisting  of  "stocks,  bonds,  debentures  or  other  such 
obligations."  Bank's  current  collateral  does  not  satisfy 
that  requirement  Therefore,  Bank  is  in  violation  of  that 
section. 

In  conversations  with  Mr.  Meade,  you  have  noted  a 
statement  on  the  Section  371c  collateralization  require¬ 
ment  by  Mr.  Paul  Homan,  Senior  Deputy  Comptroller 
for  Bank  Supervision.  That  statement,  made  in  a  letter 
of  June  23,  1980,  was  made  subsequent  to  an  inter¬ 
pretation  of  the  Section  371c  collateralization  require¬ 


*  Because  of  fC  ll’s]  guarantee  and  the  availability  of  the  whole  [C  I] 

pool  for  repayment,  Bank  bears  significantly  less  than  the  entire  risk 
of  loss  on  its  pro  rata  portion  of  the  pool  Due  to  that  fact,  Bank's 
participation  in  the  pool  may  very  well  not  be  a  true  participation 
as  that  term  has  been  defined  by  this  Office  If  not  a  true  participa¬ 
tion,”  Bank's  participation  would  be  considered  a  loan  (and  thus 
subject  to  12  USC  84  as  well  as  to  12  USC  371c)  Because  examiner 

***  apparently  did  not  cite  Bank  for  a  Section  84  violation,  I  assume 
that  Bank's  participation  is  not  in  an  amount  large  enough  to  exceed 
the  Section  84  limit 


ment  substantially  similar  to  the  one  I  have  set  out  Mr 
Homan  stated: 

This  Office  does  not  generally  make  its  rulings  ret¬ 
roactive.  Therefore  any  national  bank  that  has  en¬ 
tered  into  a  transaction  subject  to  12  USC  371c 
and  has  accepted  collateral  which  does  not  meet 
the  requirements  of  the  interpretation  set  out 
above,  on  the  basis  of  an  opinion  letter  from  this 
Office  stating  that  such  collateral  is  legally  suffi¬ 
cient  under  the  statute,  will  not  now  have  that  trans¬ 
action  treated  as  a  violation  of  the  statute,  [em¬ 
phasis  added] 

Although  you  believe  that  Bank’s  purchase  of  the 
participation  in  question  is  “grandfathered"  under  the 
above  quoted  letter,  you  do  not  relate  any  basis  for 
that  belief.  To  be  "grandfathered"  under  Mr.  Homan’s 
letter,  Bank  must  show  that  it  entered  into  the  subject 
participation  in  reliance  on  a  specific  letter  of  this  Of¬ 
fice  stating  that  loans  of  the  type  in  the  [C  I]  loan  pool 
are  acceptable  collateral  under  Section  371c.  Bank 
has  the  burden  of  proving  such  reliance.  Generally, 
that  will  require  submission  of  written  documentation. 

Thus,  in  conclusion,  I  feel  that  Bank  is  currently  in  vi¬ 
olation  of  Section  371c.  I  therefore  request  that  you  ap¬ 
prise  Mr.  Meade  of  proposed  steps  to  remedy  that  vio¬ 
lation. 

Charles  F.  Byrd 

Assistant  Director 

Legal  Advisory  Services  Division 

*  *  * 


176 — December  23,  1980 

This  is  in  response  to  your  letter  of  August  26,  1980, 
to  Mr.  Richard  V,  Fitzgerald  regarding  the  applicability 
of  12  USC  371c  to  the  purchase  by  the  ***  Bank  in  *** 
(Bank)  of  mortgage  loans  from  the  ***  Co.,  Inc.  (Affili¬ 
ate).  I  apologize  for  the  delay  in  responding  to  your  in¬ 
quiry. 

The  facts,  as  I  understand  them,  are  as  follows.  In 
order  to  facilitate  the  liquidation  of  the  Affiliate,  the 
Bank  is  considering  purchasing  for  face  value  and 
without  recourse  mortgage  loans  from  the  Affiliate.  The 
Bank  would  be  using  its  own  credit  judgment  in  deter¬ 
mining  the  desirability  of  the  loan  it  is  considering  pur¬ 
chasing,  and  all  such  loans  would  be  of  a  quality  and 
at  a  yield  consistent  with  that  which  the  Bank  would 
expect  in  connection  with  other  mortgage  loans  pur¬ 
chased  in  the  open  market.  The  proceeds  from  such  a 
sale  would  be  used  by  Affiliate  to  reduce  its  lines  of 
credit  with  other  banks,  and  since  Affiliate  would  not 
be  engaged  in  an  ongoing  business  at  the  time,  such 
proceeds  would  not  further  the  continued  operation  of 
Affiliate's  business  except  to  the  extent  of  aiding  in  the 
liquidation  of  its  assets. 

The  question  you  have  raised  is  whether  such  a  plan 
is  an  "extension  of  credit”  under  12  USC  371c  and 
therefore  subject  to  the  limitations  of  that  section  You 
rely  on  12  CFR  250.250  (1980)  and  the  Federal  Re- 
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serve  System's  Board  of  Governors'  letter  of  Decem¬ 
ber  5,  1975,  as  reprinted  at  Paragraph  96,715  of  the 
Commerce  Clearing  House's  Federal  Banking  Law  Re¬ 
porter,  in  concluding  that  12  USC  371c  is  not  applica¬ 
ble  to  that  particular  transaction.  I  believe  that  under 
the  circumstances  which  you  have  mentioned,  your  re¬ 
liance  upon  12  CFR  250.250  (1980)  is  inappropriate. 

When  a  bank  purchases  assets,  either  directly  or  in¬ 
directly,  from  its  affiliates,  the  potential  exists  that  the 
purchases  are  motivated  by  the  improper  incentive  of 
alleviating  working  capital  or  other  needs  of  the  affili¬ 
ate  Congress  enacted  12  USC  371c  to  constrain  cer¬ 
tain  transactions  between  affiliates  which  have  that  po¬ 
tential  for  abuse.  Because  of  that  possibility,  this  Office 
has  traditionally  held  transactions  to  be  subject  to  Sec¬ 
tion  371c  when  the  terms  of  the  interpretation  are  not 
precisely  satisfied. 

Under  12  CFR  250.250  (1980)  a  bank  may  purchase 
or  participate  in  a  loan  originated  by  a  mortgage  bank¬ 
ing  affiliate  without  being  subject  to  the  capital  limita¬ 
tions  and  collateralization  reguirements  of  Section 
371c,  provided  that  certain  conditions  are  met.  A  bank 
must  make  a  commitment  to  purchase  the  loan  or  par¬ 
ticipate  in  a  loan  prior  to  the  affiliate's  commitment  to 
make  the  loan,  and  the  bank’s  decision  must  be  based 
upon  an  independent  evaluation  of  the  creditworthi¬ 
ness  of  the  borrower.  Furthermore,  the  commitment 
must  relate  to  a  specific  proposed  transaction  or  se¬ 
ries  of  proposed  transactions  rather  than  be  in  the  na¬ 
ture  of  a  blanket  advance  commitment.  One  of  the  pur¬ 
poses  behind  12  USC  371c  is  to  guard  against  the 
inherent  tendency  of  a  bank  to  relax  its  credit  judg¬ 
ment  when  the  bank  is  purchasing  loans  from  its  affili¬ 
ate.  Therefore,  12  CFR  250.250  (1980)  requires  that 
the  bank’s  decision  to  purchase  the  loan  be  made 
prior  to  Affiliate's  commitment.  As  in  the  present  case 
where  Affiliate  is  already  the  owner  of  the  mortgage 
paper,  any  subsequent  credit  analysis  would  present 
the  same  potential  problems  regarding  a  relaxation  of 
standards. 

Your  letter  seems  to  imply  that  whenever  a  bank’s 
proposed  purchase,  regardless  of  structure,  consti¬ 
tutes  a  reasoned  investment  on  terms  indicating  an 
arm’s-length  transaction,  the  purchase  should  not  be 
an  extension  of  credit  subject  to  Section  371c.  I  cannot 
agree  with  that  contention. 

This  Office  has  held  that  the  statute  requires  that  the 
structure  of  a  proposed  transaction  must  be  examined 
to  determine  whether  the  provisions  of  12  USC  371c 
are  applicable.  The  Federal  Reserve  Board’s  interpre¬ 
tation  at  12  CFR  250.250  (1980)  nowhere  indicates 
that  the  specific  terms  of  a  transaction  can  relieve  the 
bank  of  the  duty  of  complying  with  the  limitations  of 
Section  371c  whenever  the  structure  of  the  transaction 
is  such  that  it  would  otherwise  be  encompassed  by  the 
statute 

You  assert  that  the  previously  mentioned  1975  letter 
by  the  board  supports  your  position  concerning  arm’s- 
length  transactions  That  interpretation  of  the  board 
states 

(T)he  restrictions  of  Section  23A  (12  USC  371c) 

do  not  apply  in  those  instances  in  which  the  trans¬ 


action  between  the  subsidiary  bank  and  its  affili¬ 
ate  is  structured  in  an  arm’s-length  manner. 

This  Office  has  taken  the  position  that  the  word 
"structured”  in  that  context  refers  to  the  objective 
framework  of  the  transaction,  rather  than  to  the  actual 
terms  that  are  negotiated.  The  transaction  must  be 
structured  in  a  manner  that  precludes  any  inference 
that  the  transaction  is  conducted  in  a  less  than  arm's- 
length  manner,  and  the  actual  terms  of  the  transaction 
and  needs  of  the  affiliate  are  not  directly  relevant  to 
that  consideration. 

I  would  also  note  that  the  board's  1975  letter  indi¬ 
cates  that  12  CFR  250.250  applies  only  where  the 
bank  is  taking  advantage  of  an  investment  opportunity 
rather  than  alleviating  the  affiliate’s  working  capital 
needs.  In  the  present  situation,  where  the  purchase 
proceeds  are  being  used  to  pay  down  the  affiliate’s 
lines  of  credit  with  other  banks,  the  purchase  is  being 
used  to  support  at  least  past  working  capital  needs  of 
the  affiliate.  That  point,  too,  makes  the  board’s  1975 
letter  inapplicable  here. 

When  a  national  bank  purchases  a  loan  made  by  its 
affiliate  where  the  affiliate  had  either  made  or  commit¬ 
ted  itself  to  make  the  loan  prior  to  the  time  that  the  na¬ 
tional  bank  obligated  itself  to  purchase  the  loan,  the 
limitations  of  12  USC  371c  are  applicable.  As  dis¬ 
cussed  above,  that  position  is  supported  by  the  Fed¬ 
eral  Reserve  Board's  opinion  appearing  at  12  CFR 
250.250  (1980).  Therefore,  the  purchase  of  the  loans 
by  Bank  would  be  an  extension  of  credit  subject  to  the 
requirements  of  12  USC  371c. 

Andrew  J.  Levinson 

Senior  Attorney,  LASD 

Legal  Advisory  Services  Division 

*  *  * 


177 — January  14,  1981 

This  is  response  to  your  letter  of  May  1 1 ,  1979,  con¬ 
cerning  a  trend  among  insurance  companies  and  pen¬ 
sion  payors.  Those  companies  frequently  insert  reim¬ 
bursement  clauses  into  standardized  depository 
agreements  that  provide  for  payment  of  insurance  or 
pension  funds  directly  to  a  bank  for  credit  to  the  ac¬ 
count  of  the  beneficiary  or  annuitant.  The  reimburse¬ 
ment  clauses  provide  that  the  banks  which  accept  di¬ 
rect  deposits  under  those  agreements  must  reimburse 
the  payor  either  in  full  or  in  part  for  any  direct  deposits 
that  are  made  after  the  death  of  the  beneficiary  or  an¬ 
nuitant. 

You  present  examples  of  three  such  reimbursement 
clauses  and  ask  whether  national  banks’  participation 
in  those  types  of  agreements  constitute  ultra  vires 
guarantees  and  would  be  impermissible.  You  note  that 
an  opinion  issued  by  this  Office  on  January  26,  1979, 
reprinted  at  (1978-1979  Transfer  Binder]  Federal 
Banking  Law  Reporter  (CCH),  Paragraph  85,154, 
would  indicate  such  a  conclusion. 
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It  is  my  understanding  that  the  Pennsylvania  Secre¬ 
tary  of  Banking  issued  an  opinion,  dated  August  3, 
1979,  concerning  the  permissibility  of  those  three  reim¬ 
bursement  clauses  under  Section  313  of  the  Pennsyl¬ 
vania  Banking  Code.  That  section  prohibits  state 
banks  from  giving  bonds  or  guarantees  except  under 
narrowly  defined  circumstances  or  with  the  approval  of 
the  banking  department.  The  secretary  determined 
that  the  first  and  third  reimbursement  clauses  are  not 
permitted  to  state  banks  and  would  be  unenforceable 
under  state  law.  He  determined,  however,  that  the  sec¬ 
ond  clause,  dealing  with  payments  made  by  the  Penn¬ 
sylvania  State  Employees’  Retirement  System,  would 
be  permissible. 

The  three  reimbursement  clauses  in  question  are 
described  as  follows: 

Reimbursement  Sample  1 
In  an  insurance  company's  contract,  the  recipi¬ 
ent  of  the  payments  requests  the  company  to  di¬ 
rect  the  payments  to  a  specified  bank  for  credit  to 
the  recipient's  account.  The  bank  consents  to  ac¬ 
cept  such  deposits  and  also  agrees  to  “refund 
any  payments  received  in  accordance  with  this  re¬ 
quest  to  which  the  payee  was  not  entitled  by  rea¬ 
son  of  death.”  The  recipient,  on  behalf  of  his  or 
her  executors  or  administrators,  authorizes  the 
bank  to  refund  the  appropriate  amount  to  the  in¬ 
surance  company  in  such  cases  and  to  charge 
the  account  of  the  recipient. 

The  bank  may  be  liable  to  the  insurance  com¬ 
pany  for  more  than  the  amount  remaining  in  the 
recipient's  account  if  the  account  has  been  drawn 
down  subsequent  to  the  recipient’s  death.  That  is 
particularly  possible  if  the  account  is  a  joint  ac¬ 
count.  The  bank  may  be  protected  from  unlimited 
liability  to  some  extent  by  the  recipient's  agree¬ 
ment  to  “indemnify  and  save  harmless’’  the  bank 
from  any  loss  or  damage  that  it  might  sustain  as  a 
result  of  refunding  the  payments  to  the  insurance 
company. 

That  agreement,  as  well  as  the  two  others,  can 
be  viewed  in  several  manners.  The  consenting 
bank  could  be  seen  as  indemnifying  the  insurance 
company  against  making  erroneous  payments  or 
as  guaranteeing  the  repayment  obligations  of  its 
deposit  customers.  On  the  other  hand,  the  bank 
could  be  characterized  as  owing  a  duty  to  the  in¬ 
surance  company  to  refrain  from  depositing  cer¬ 
tain  payments  in  the  accounts  of  the  recipients 
and  as  being  contractually  liable  for  any  mistakes 
made  pursuant  to  that  duty. 

The  bank's  assent  to  the  reimbursement  clause 
may  affect  whether  the  insurance  company  sends 
direct  deposits  to  the  bank  and  whether  the 
bank’s  customers  will  continue  to  maintain  ac¬ 
counts  with  the  bank.  If  the  bank  is  not  permitted 
to  agree  to  the  reimbursement  clause  it  may  lose 
customers  and  may  also  lose  the  amounts  of  the 
deposits  concerned. 

Reimbursement  Sample  2 
The  Pennsylvania  state  retirement  system's 
agreement  is  in  the  form  of  a  recipient's  request 
that  the  system  mail  monthly  benefit  checks  di¬ 


rectly  to  a  designated  financial  institution  for  de¬ 
posit  to  the  recipient’s  account.  The  recipient 
states  that  he  or  she  understands  that  in  the  case 
of  death,  the  financial  institution  will  refund  to  the 
system  any  payments  that  were  credited  after  the 
date  of  death  and  which  were  not  legally  payable 
The  financial  institution  agrees  to  refund  payments 
to  the  retirement  system  if  the  due  date  is  after  the 
date  of  death  of  the  bank’s  customer,  but  only  to 
the  extent  that  funds  are  available  in  the  custo¬ 
mer's  account. 

As  noted,  that  agreement  obligates  the  bank 
only  to  the  extent  that  funds  are  available  in  the  re¬ 
cipient's  account.  I  understand  that  you  believe 
that  the  bank  can  legally  exercise  the  right  of  set¬ 
off  or  otherwise  readily  obtain  reimbursement  un¬ 
der  state  law  for  the  funds  repaid  to  the  insurance 
company.  That  type  of  indemnity  provision  pro¬ 
vides  a  measure  of  safety  to  the  bank  by  limiting 
the  amount  of  risk  to  which  it  becomes  exposed. 
To  the  extent  that  the  funds  are  subject  to  the  right 
of  setoff  under  state  law,  they  are  similar  to  segre¬ 
gated  deposits  equivalent  in  amount  to  the  poten¬ 
tial  liability  of  the  bank. 

The  Pennsylvania  Secretary  of  Banking  ap¬ 
proved  that  reimbursement  clause  apparently  on 
the  basis  that  the  deposit  account  belongs  to  the 
retirement  system  and  that,  therefore,  the  funds 
deposited  to  the  account  belong  to  the  retirement 
system  and  not  to  the  bank  customers.  However, 
it  is  my  understanding  that  there  is  no  separate  re¬ 
tirement  system  account  at  the  bank.  The  funds 
received  by  the  bank  are  immediately  deposited 
to  the  account  of  the  customer  and  at  that  point 
are  available  for  withdrawal  by  the  customer. 
Reimbursement  Sample  3 

The  Treasury  Department  has  issued  regula¬ 
tions  at  31  CFR  210  which  govern  the  direct  de¬ 
posit  of  payments  by  the  federal  government  for 
such  purposes  as  social  security.  Those  regula¬ 
tions  apply  to  all  financial  institutions  that  process 
direct  deposits  made  by  the  government,  whether 
or  not  the  financial  institutions  agree  to  the  terms 
of  the  government’s  standard  forms. 

The  regulations  provide  that  in  cases  where  the 
payee  is  not  entitled  to  the  payments  because  of 
death  or  legal  incapacity,  the  financial  institution 
must  refund  the  payments  to  the  government.  If 
the  customer's  account  has  been  drawn  down  so 
that  insufficient  funds  remain  to  cover  the  bank’s 
liability,  the  financial  institution  is  limited  in  the 
amount  of  funds  that  it  must  repay.  The  limitation 
applies,  however,  only  if  the  bank  was  not  aware 
of  the  customer's  death  or  legal  incapacity  at  the 
time  of  the  deposit  or  withdrawal  and  has  made 
adequate  collection  efforts  to  recover  the  amount 
improperly  withdrawn  from  the  account  In  such 
cases,  the  bank  must  only  repay  the  amount  of  the 
funds  still  available  in  the  customer’s  account,  the 
amount  of  the  funds  recovered  by  collection  ef¬ 
forts,  plus  whichever  is  the  lesser  of  the  amount  of 
the  remaining  funds  missing  or  the  amount  of  pay¬ 
ments  received  by  the  financial  institution  within 
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45  days  after  the  customer's  legal  incapacity  or 
death. 

Those  regulations  clearly  limit  the  risk  of  the  fi¬ 
nancial  institution  when  it  acts  in  compliance  with 
the  regulations'  provisions. 

In  addition,  the  reimbursement  liability  resem¬ 
bles  the  liability  that  a  depository  bank  experi¬ 
ences  in  the  normal  course  of  depositing  a  check 
issued  by  the  U.S.  government  to  a  depositor’s 
account  in  a  situation  other  than  one  involving  di¬ 
rect  deposits.  Where  a  federal  government  check 
is  involved,  the  bank  incurs  liability  for  depositing 
an  unendorsed  check  in  the  payee’s  account  after 
the  payee's  death,  although  the  same  is  not  nec¬ 
essarily  true  for  the  deposit  of  a  nongovernment 
check  (see  UCC  4-205,  4-405). 

The  Treasury  Department  has,  by  regulation,  al¬ 
tered  the  customary  obligations  of  a  depository 
bank  that  deposits  an  unendorsed  federal  govern¬ 
ment  check  to  the  account  of  a  customer  (31  CFR 
240).  The  bank  is  permitted  to  endorse  a  check 
for  its  customer  under  a  power  of  attorney  only, 
and  the  power  of  attorney  is  revoked  at  the  death 
of  the  customer.  Thus,  a  bank’s  reimbursement  li¬ 
ability  under  the  direct  deposit  program  is  not 
significantly  different  from  the  liability  incurred  as 
a  normal  part  of  the  deposit  and  collection 
process  when  an  unendorsed  federal  government 
check  is  deposited. 

The  development  of  banking  transactions,  including 
direct  deposit  programs,  which  respond  to  the  many 
demands  of  our  growing  society,  is  consistent  with  the 
incidental  powers  of  national  banks.  A  ruling  that  those 
three  reimbursement  agreements  are  impermissible  to 
national  banks  would  directly  inhibit  the  growth  and 
development  of  direct  deposit  programs.  Inhibition  of 
such  programs  could  in  the  long  run  create  anachro¬ 
nistic  burdens  for  national  banks  and  the  financial  sys¬ 
tem  in  general. 

After  considering  all  of  the  relevant  factors,  it  is  my 
opinion  that  those  three  agreements  do  not  constitute 
ultra  vires  guarantees  that  are  impermissible  to  na¬ 
tional  banks.  To  the  extent  that  this  opinion  conflicts 
with  the  opinion  issued  by  Mr.  Fitzgerald  in  a  letter 
dated  January  26,  1979,  that  opinion  is  superseded. 

National  banks  must,  however,  adopt  adequate  pro¬ 
cedures  to  protect  themselves  from  loss  if  they  con¬ 
sent  to  such  reimbursement  contracts.  Such  proce¬ 
dures  are,  in  my  view,  required  by  prudent  banking 
practices.  The  most  simplistic  solution  is  to  refuse  to 
accept  direct  deposits  for  the  credit  of  a  joint  account 
That  would  greatly  reduce  the  risk  of  loss,  as  only  the 
recipient  of  the  funds  would  have  the  right  to  withdraw 
funds  from  the  account.  While  the  possibility  for 
forgery  in  such  situations  still  remains,  that  is  a  prob¬ 
lem  banks  face  daily. 

If  a  bank  does  agree  to  accept  direct  deposits  for 
the  credit  of  a  joint  account,  the  bank  may  contract 
with  the  second  depositor  so  as  to  increase  the  bank’s 
rights  against  the  surviving  joint  depositor  That  may 
strengthen  the  legal  position  of  the  bank  and  may  de¬ 
ter  the  suryiving  depositor  from  withdrawing  funds  that 


he  or  she  is  not  entitled  to  withdraw.  Under  laws  of  cer¬ 
tain  states,  such  a  contract  may  not  be  necessary  to 
allow  the  bank  to  institute  collection  procedures 
against  the  surviving  joint  depositor. 

A  national  bank  that  receives  such  direct  deposits 
may  also  adopt  other  safety  procedures.  Programs 
similar  to  those  often  established  for  safe  deposit  ac¬ 
counts  may  be  instituted  to  ensure  that  the  payment 
recipients  are,  in  fact,  still  alive.  News  of  deaths  may 
be  obtained  from  the  obituary  pages  of  area  newspa¬ 
pers.  The  bank  should,  at  least  annually,  verify  that  di¬ 
rect  deposit  recipients  are  still  alive  where  the  costs  of 
such  a  notification  program  would  be  less  than  the  po¬ 
tential  loss  that  could  result.  Other  procedures  may 
also  be  instituted  to  ensure  prudent  banking  practices. 

John  E.  Shockey 
Chief  Counsel 

*  *  * 


178 — January  12,  1981 

This  is  in  response  to  your  letters  of  October  28, 
1980,  November  3,  1980,  and  November  11,  1980. 
Your  letters  pose  a  number  of  questions  regarding  the 
interest  rates  which  ***  National  Bank,  ***,  may 
charge  on  its  credit  card  loans.  I  will  attempt  to  ad¬ 
dress  all  of  your  questions  in  the  order  in  which  they 
were  posed. 

Michigan's  Retail  Installment  Sales  Act  (RISA),  Mich¬ 
igan  Compiled  Laws  (MCL)  445.851-445.873,  provides 
a  comprehensive  set  of  laws  regulating  “retail  install¬ 
ment  transactions”  in  Michigan.  “Retail  installment 
transaction”  is  defined  as: 

any  transaction  in  which  a  retail  buyer  purchases 
goods  or  services  from  a  retail  seller  pursuant  to  a 
retail  installment  contract  or  a  retail  charge  agree¬ 
ment,  which  provides  for  a  time  price  differential 
and  under  which  the  buyer  agrees  to  pay  the  un¬ 
paid  balance  in  one  or  more  installments.  (MCL 
445.852(j)) 

“Time  price  differential”  is  defined  as  the  “amount 
which  is  paid  or  payable  for  the  privilege  of  purchas¬ 
ing  goods  or  services  to  be  paid  for  by  the  buyer  in  in¬ 
stallments  over  a  period  of  time”  (MCL  445.852(i)).  Re¬ 
tail  installment  sellers  are  permitted,  under  RISA,  to 
charge  a  time  price  differential  of  1.7  percent  per 
month  on  the  unpaid  monthly  balance  (MCL 
445.862(c)).  Your  first  question  is  whether  that  rate 
may  be  charged  by  ***  to  its  credit  card  customers. 

Under  12  USC  85,  a  national  bank  may  charge  inter¬ 
est  at  the  rate  allowed  by  the  law  of  the  state  where  it 
is  located.  This  Office  has  interpreted  that  provision  to 
mean  that  “[a]  national  bank  may  charge  interest  at 
the  maximum  rate  permitted  by  state  law  to  any  com¬ 
peting  state-chartered  or  licensed  lending  institution” 
(Interpretive  Ruling  7.7310(a),  12  CFR  7.7310(a);  see, 
e  g.,  Fisher  v.  First  National  Bank  of  Omaha,  548  F.2d 
255  (8th  Cir  1977),  Commissioner  of  Small  Loans  v. 
First  National  Bank  of  Maryland,  300  A. 2d  685,  268 
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Md.  305  (Md.  1973)).  Resolution  of  your  question, 
then,  depends  upon  whether  RISA's  "time  price  differ¬ 
ential"  is  the  equivalent  of  12  USC  85’s  "rate." 

The  terminology  "time  price  differential”  was  un¬ 
doubtedly  derived  from  the  venerable  "time  price  doc¬ 
trine,"  which  distinguished,  for  purposes  of  usury  laws, 
sales  of  goods  and  services  on  an  installment  basis 
from  straightforward  cash  loans  (see,  e  g.,  Comment, 
The  Pennsylvania  Goods  and  Services  Installment 
Sales  Act:  One  Man’s  Interest,  Another  Man’s  Service 
Charge,  77,  Dickinson  Law  Review  493,  506-508 
(1973)).  In  substance,  however,  as  some  courts  have 
intimated,  there  is  no  difference  between  a  statute  fix¬ 
ing  a  maximum  "time  price  differential"  and  one  fixing 
a  maximum  interest  rate  (see,  e.g.,  Acker  v.  Provident 
National  Bank,  512  F.  2d  729  (3d  Cir.  1975);  United 
Missouri  Bank  of  Kansas,  N.A.  v.  Danforth,  394  F. 
Supp.  774  (W.D.  Mo.  1975)).  Therefore,  ***  may 
charge  the  time  price  differential  allowed  under  RISA 
on  transactions  with  its  credit  card  customers  which 
come  within  the  scope  of  RISA. 

Your  second  question  is  whether  the  provisions  of 
Section  12(a)  of  RISA,  MCL  445.862(a),  must  be  com¬ 
plied  with  by  ***  by  virtue  of  the  fact  that  it  will  charge 
interest  rates  permitted  by  RISA.  Section  12(a)  pro¬ 
vides  a  number  of  notification  requirements  which 
must  be  complied  with  prior  to  the  commencement  of 
a  retail  charge  agreement.  Basically,  it  is  a  consumer 
protection  provision  designed  to  ensure  that  con¬ 
sumers  do  not  accept  certain  possible  liabilities  with¬ 
out  being  fully  aware  of  such  acceptance. 

As  stated  in  Interpretive  Ruling  7.7310(a),  supra: 

[i]f  State  law  permits  a  higher  interest  rate  on  a 
specified  class  of  loans,  a  national  bank  making 
such  loans  at  such  higher  rate  is  subject  only  to 
the  provisions  of  State  law  relating  to  sucn  class  of 
loans  that  are  material  to  the  determination  of  the 
interest  rate. 

Section  12  (a)  of  RISA  is  a  disclosure  provision  that 
is  not  “material”  to  the  determination  of  RISA's  rates, 
and  I  do  not  believe  that,  by  virtue  of  ‘‘borrowing" 
RISA's  rate,  ***  becomes  subject  to  RISA’s  disclosure 
requirements. 

Your  third  question  relates  to  the  fact  that  RISA  ex¬ 
cludes  certain  transactions  from  its  coverage.  Specifi¬ 
cally,  RISA  does  not  apply  to  transactions  involving 
“motor  vehicles,  money,  things  in  action  or  intangible 
personal  property  or  the  equivalent  thereof,’  MCL 
445.852(a),  various  types  of  educational  services, 
MCL  445.852(b),  and  various  types  of  professional 
services,  MCL  445.852(e).  Your  question  is  whether 
***  may  charge  the  interest  rates  set  by  RISA  on  those 
excluded  transactions.  My  review  of  RISA  indicates 
that  ***  may  not  employ  RISA’s  rates  for  those  ex¬ 
cluded  transactions  since  the  transactions  to  which  a 
specific  interest  rate  may  or  may  not  apply  under  state 
law  are  "material’’  to  the  determination  of  that  rate  of 
interest.  Therefore,  ***  may  not,  as  you  suggest, 
charge  RISA’s  interest  rates  on  cash  advances  to  its 
credit  card  customers.  It  will,  of  course,  be  *  *  *  s  re¬ 
sponsibility  (if  it  decides  to  charge  RISA  s  rates  to  its 


credit  card  customers)  to  establish  controls  to  ensure 
that  the  higher  rates  are  not  charged  on  excluded 
transactions. 

Your  fourth  group  of  questions  requests  that  we  con¬ 
strue  the  interest  rate  provisions  of  Michigan’s  Small 
Loan  Act,  MCL  493.1-493.26.  Under  MCL  493.13(1),  a 
small  loan  company  may  charge,  on  loans  of  up  to 
$3,000,  one  of  the  following  two  rates:  (a)  31  percent 
on  the  first  $500  and  13  percent  on  anything  over  that 
or  (b)  18  percent  on  the  entire  loan.  You  ask  whether 
***,  when  charging  the  rates  described  by  Section 
493.13(1),  may  shift  between  options  (a)  and  (b)  as  its 
customer's  monthly  balance  changes.  In  my  opinion, 
***  may  shift  between  options  (a)  and  (b)  only  if  state- 
chartered  small  loan  companies  are  permitted  to  do 
so.  I,  therefore,  suggest  you  consult  Michigan's  Bank¬ 
ing  Commissioner  for  his  view  on  the  subject. 

Your  final  question  also  concerns  the  Small  Loan 
Act’s  interest  rate  provision.  You  ask  whether,  on  a 
loan  to  a  particular  credit  card  customer,  ***  may 
charge  the  Small  Loan  Act’s  rate  for  the  first  $3,000 
loaned  and  then  charge  18  percent  (rate  allowed  un¬ 
der  MCL  487.491(a)  to  state-chartered  banks  for  credit 
card  loans)  on  balances  over  $3,000.  As  I  stated  ear¬ 
lier,  when  a  national  bank  "borrows"  a  rate  permitted 
by  state  law  to  a  favored  lender,  it  borrows  along  with 
the  rate  restrictions  that  are  material  to  the  determina¬ 
tion  of  that  rate.  I  can  think  of  nothing  more  "material’’ 
to  the  determination  of  an  interest  rate  than  the  amount 
of  the  loan.  Therefore,  the  Small  Loan  Act’s  rates  may 
be  charged  only  on  loans  up  to  $3,000.  To  bifurcate  a 
single  loan  and  use  one  statute's  rates  for  one  seg¬ 
ment  and  a  different  statute's  rates  for  a  different  seg¬ 
ment  would,  I  believe,  be  an  attempt  to  evade  the  re¬ 
strictions  of  the  interest  rate  ceilings  fixed  by  state  law 
and  subject  ***  to  possible  liability  under  12  USC  86. 

Richard  V.  Fitzgerald 
Director 

Legal  Advisory  Services  Division 

*  *  * 


179— January  12,  1981 

This  is  in  response  to  your  letter  of  October  21, 
1980,  on  behalf  of  ***,  a  ***  banking  corporation 
headquartered  in  ***. 

The  bank  proposes  to  establish  a  federal  branch  in 
New  York  City,  to  obtain  Federal  Deposit  Insurance 
Corporation  (FDIC)  deposit  insurance  for  said  branch, 
and  to  acquire  from  ***  Corporation  a  branch  office  lo¬ 
cated  at  ***  in  ***.  As  contemplated  by  the  parties, 
***,  through  its  insured  federal  branch,  would  pur¬ 
chase  certain  of  the  assets  of  the  ***  branch,  includ¬ 
ing  the  real  property  lease  pertaining  thereto,  and 
would  receive  an  amount  of  cash  from  ***  in  consider¬ 
ation  for  which  ***  would  assume  liability  to  pay  most 
of  the  deposit  liabilities  of  the  ***  branch  If  the  pur¬ 
chase  and  assumption  transaction  is  approved,  the 
***  branch  location  will  serve  as  the  premises  for  ***’s 
insured  federal  branch 
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We  have  solicited  the  views  of  the  FDIC  which  agree 
with  our  opinion  that  the  OCC  is  the  appropriate  decid¬ 
ing  agency  with  respect  to  ***’s  proposed  purchase 
and  assumption  transaction  with  ***.  The  acquiring 
party  will  be  a  foreign  bank  having  an  insured  federal 
branch.  Under  Section  4  of  the  International  Banking 
Act  of  1978,  12  USC  3102,  such  an  entity  is  subject  to 
the  primary  supervision  of  our  Office  and  with  respect 
to  its  U  S.  activities  is  treated  as  analogous  to  a  na¬ 
tional  bank.  Those  factors,  among  others,  point  toward 
use  of  Section  (2)(A)  of  the  Bank  Merger  Act,  12  USC 
1828(c),  which  provides  that  the  OCC  is  the  responsi¬ 
ble  agency  in  a  merger  transaction  if  the  acquiring,  as¬ 
suming  or  resulting  bank  is  to  be  a  national  bank. 

Accordingly,  if  ***  does  wish  to  proceed  with  the 
purchase  and  assumption,  please  contact  Mr.  Timothy 
Sullivan  in  our  Bank  Organization  and  Structure  Divi¬ 
sion  to  obtain  information  concerning  how  the  applica¬ 
tion  should  be  filed.  The  application  for  approval  of  the 
purchase  and  assumption  may  be  filed  and  processed 
without  waiting  for  the  FDIC’s  decision  on  deposit  in¬ 
surance  for  ***’s  federal  branch.  However,  it  is  ob¬ 
vious  that  the  purchase  and  assumption  cannot  be 
consummated  under  12  USC  1828(c)(2)(A)  unless  and 
until  such  deposit  insurance  is  obtained. 

John  E.  Shockey 
Chief  Counsel 

*  *  * 


180 — January  19,  1981 

This  responds  to  your  letter  of  June  23,  1980,  con¬ 
cerning  a  November  7,  1978,  letter  issued  by  this  Of¬ 
fice.  In  that  letter,  Donald  R.  Johnson,  Director  for  Trust 
Operations,  took  the  position  that  an  investment  in  a 
money  market  fund  constituted  the  acquisition  of  the 
securities  of  a  single  issuer  and  would  therefore  be 
subject  to  the  10  percent  limitation  set  forth  in  12  CFR 
9  1 8(b)(9)(ii)  That  regulation  provides: 

(ii)  No  investment  for  a  collective  investment  fund 
shall  be  made  in  stocks,  bonds  or  other  obliga¬ 
tions  of  any  one  person,  firm,  or  corporation  if  as  a 
result  of  such  investment  the  total  amount  in¬ 
vested  in  stocks,  bonds  or  other  obligations  is¬ 
sued  ...  by  such  person,  firm  or  corporation 
would  aggregate  in  excess  of  10  percent  of  the 
then  market  value  of  the  fund:  Provided,  that  this 
limitation  shall  not  apply  to  investments  in  direct 
obligations  of  the  United  States  or  other  obliga¬ 
tions  fully  guaranteed  by  the  United  States  as  to 
principal  and  interest,  [emphasis  added  1 

Your  letter  asserts  your  view  that,  as  a  matter  of  law, 
when  a  trust  department  of  a  national  bank  invests  as¬ 
sets  of  a  collective  investment  fund  in  the  ***  (Trust),  it 
is  not  acquiring  "stocks,  bonds  or  other  obligations  of 
any  one  person,  firm  or  corporation"  but  rather  is 
vested  with  an  equitable  ownership  interest  in  "direct 
obligations  of  the  United  States  or  other  obligations 


fully  guaranteed  by  the  United  States  as  to  principal 
and  interest."  Trust’s  prospectus  (Prospectus)  indi¬ 
cates  that  Trust  will  invest  only  on  short-term  U.S.  Trea¬ 
sury  obligations.  "U.S.  Treasury  obligations"  refers  to 
investments  issued  or  guaranteed  as  to  principal  and 
interest  by  the  U.S.  Treasury,  maturing  in  a  year  or  less 
from  the  date  of  acquisition  or  purchased  pursuant  to 
repurchase  agreements  providing  for  repurchase  by 
the  seller  within  1  year  from  the  date  of  acquisition. 

Based  on  your  conclusion  regarding  shareholders' 
equitable  interests  in  Trust  assets,  you  contend  that 
the  10  percent  limitation  on  investments  in  the  obliga¬ 
tions  of  a  single  issuer  is  inapplicable  to  investments 
by  a  national  bank  in  Trust.  In  support  of  your  argu¬ 
ment,  you  rely  on  the  terms  of  the  declaration  of  trust, 
Massachusetts  law  regarding  business  trusts  and  the 
fact  that  Trust  is  not  treated  as  a  taxable  entity  under 
federal  law  (IRC  851-855).  The  case  law  cited  in  your 
letter  generally  stands  for  the  proposition  that,  under 
Massachusetts  law,  shareholders  in  a  business  trust 
are  equitable  owners  of  the  trust’s  underlying  assets  or 
corpus. 

I  agree  with  your  conclusion  that  the  declaration  of 
trust  and  Massachusetts  case  law  establish  that  the 
shareholders  of  Trust  have  an  undivided  beneficial  in¬ 
terest  in  Trust  assets.  Those  assets  apparently  are 
comprised  mainly  of  U.S.  Treasury  obligations.*  How¬ 
ever,  I  cannot  concur  in  your  opinion  that  the  existence 
of  such  an  interest  under  Trust  renders  the  investment 
limitations  of  12  CFR  9.18(b)(9)(H)  inapplicable.  In  my 
opinion,  there  is  no  basis  for  treating  such  beneficial 
interest  in  the  underlying  securities  as  the  equivalent  of 
"investments  in  direct  obligations  of  the  United  States" 
for  purposes  of  the  regulation. 

The  meaning  of  the  phrases  "investment  ...  in 
stocks  ...  or  other  obligations  of  any  one  person,  firm 
or  corporation"  and  "investments  in  direct  obligations 
of  the  United  States"  in  12  CFR  9.18(b)(9)(H)  must  be 
construed  consistently  with  the  purposes  of  that  regu¬ 
lation  and  with  general  principles  regarding  the  nature 
of  a  "security.”  As  a  general  matter,  Section  9.18  au¬ 
thorizes  national  banks  holding  funds  as  fiduciaries  to 
make  collective  investments  of  such  funds,  subject  to 
various  restrictions.  The  purpose  of  such  collective 
trust  funds  is  to  allow  small  and  medium  sized  ac¬ 
counts  to  participate  in  and  obtain  the  benefits  of  a 
widely  diversified  portfolio. 

The  specific  10  percent  limitations  of  Section 
9.18(b)(9)(H)  reflect  this  Office’s  judgment  regarding 
the  need  for  diversification  of  investment  risk,  while  the 
exception  for  direct  investments  in  obligations  of  the 
United  States  reflects  the  judgment  that  there  is  no  in¬ 
vestment  risk  in  an  obligation  fully  guaranteed  by  the 
United  States. 

Given  those  purposes,  it  is  my  opinion  that  the  term 


*  I  note  that,  since  some  of  Trust's  U  S  Treasury  obligations  were 

apparently  purchased  pursuant  to  repurchase  agreements,  Trust's 

assets  do  not  consist  wholly  of  U  S  Treasury  obligations  Rather, 
Trust's  assets  include  its  contract  rights  under  the  repurchase 
agreements  Because  that  fact  is  not  essential  to  my  analysis  of  the 
applicability  of  12  CFR  9  18(b)(9)(n)  to  Trust,  I  will  not  discuss  it  fur¬ 
ther  in  this  letter 
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“investment”  in  Section  9.18  must  be  defined  by  com¬ 
paring  the  risk  of  gain  or  loss  inherent  in  a  bank's  pur¬ 
chase  of  shares  in  Trust  to  a  bank’s  direct  purchase  of 
various  U  S.  Treasury  obligations.  In  that  regard,  the 
precedents  you  cited  regarding  Trust  shareholders’ 
status  as  beneficial  co-owners  of  Trust  assets  are  irrel¬ 
evant  to  the  central  issue  of  investment  risk.  First,  none 
of  the  cases  you  rely  on  purport  to  relate  the  concept 
of  beneficial  ownership  of  trust  assets  to  the  notion  of 
investment  risk  connected  with  owning  trust  shares.  In 
many  cases,  the  issue  of  beneficial  ownership  is  cru¬ 
cial  only  to  the  very  limited  inquiry  of  whether  business 
trust  shares  comprise  an  “interest”  in  property  subject 
to  taxation  or  probate  under  Massachusetts  law  ( Pea¬ 
body  v.  Stevens,  215  Mass.  129,  102  N.E.  435  (1913); 
Kennedy  v.  Hodges,  215  Mass.  112,  102  N.E  432 
(1913);  Baker  v.  Commissioner  of  Corporations  and 
Taxation,  253  Mass.  130,  148  N.E.  593  (1952)). 

Furthermore,  our  research  has  disclosed  no  cases  in 
Massachusetts  or  other  jurisdictions  which  indicate 
that  the  investment  risk  of  trust  certificates  in  a  busi¬ 
ness  trust  with  certain  assets  is  equivalent  to  the  risk  of 
investment  involved  in  direct  ownership  of  such  as¬ 
sets.  For  reasons  discussed  below,  I  believe  that  those 
risks  are  not  equivalent. 

Trust’s  Prospectus  states  that  Trust  is  a  no-load, 
open-end  diversified  investment  company  established 
as  a  Massachusetts  business  trust  under  a  declaration 
of  trust  dated  July  24,  1979.  In  trade  terms,  such  a 
fund  is  also  known  as  a  “mutual.”  Trust’s  Prospectus 
also  states  that  investments  will  be  limited  to  short¬ 
term  U  S.  Treasury  obligations  and  that  Trust’s  invest¬ 
ment  objective  is  to  provide  stability  of  principal  and 
current  income  consistent  with  stability  of  principal. 

The  declaration  of  trust  permits  the  trustees  to  issue 
an  unlimited  number  of  full  and  fractional  shares  of  a 
single  class.  Each  share  entitles  its  owner  to  share  pro 
rata  in  the  net  assets  of  Trust  available  for  distribution 
to  shareholders  upon  liquidation  of  Trust.  Upon  re¬ 
demption  of  shares,  the  trustee  must  pay  a  share¬ 
holder  a  “redemption  price”  consisting  of  the  “net  as¬ 
set  value”  of  a  share  held.  Such  net  asset  value  is 
determined  by  adding  the  value  of  all  portfolio  invest¬ 
ments  and  other  assets,  subtracting  liabilities  and 
dividing  the  remainder  by  shares  outstanding.  The 
trustees  may  pay  that  redemption  price  either  in  cash 
or  by  a  distribution  of  securities  from  the  portfolio. 

Prospectus  acknowledges  that  Trust  is  subject  to 
the  federal  Securities  Act  of  1933  (p  14).  Notably,  U  S. 
Treasury  obligations  are  not  subject  to  that  act.  Pro¬ 
spectus  also  acknowledges  that  there  is  no  assurance 
that  Trust  will  achieve  its  investment  objectives  or  that 
its  investment  policies  will  diminish  risk  (p.  4). 

The  above  noted  provisions  of  the  Securities  Act  of 
1933  and  the  trust  declaration  and  Prospectus  make 
clear  that  the  investment  risk  involved  in  a  bank  pur¬ 
chase  of  Trust  shares  worth  $100,000  (minimum 
amount)  is  substantially  different  than  the  risk  inherent 
in  a  direct  bank  purchase  of  the  same  amount  of  U.S. 
Treasury  obligations.  That  fact  is  also  made  clear  by  a 
comparison  of  those  two  investments. 

When  a  bank  directly  buys  U.S.  Treasury  obliga¬ 
tions,  it  expects  to  receive  a  return  on  those  obliga¬ 


tions  based  on  their  face  value  and  stated  interest 
rates.  The  bank  relies  on  its  own  active  management 
of  the  securities  where  that  management  is  appropri¬ 
ate  to  maintain  stability  of  income  for  the  collective 
trust  funds.  At  worst,  if  the  bank  holds  the  U.S.  Trea¬ 
sury  obligations  to  maturity,  it  will  realize  face  values 
plus  interest  at  the  stated  interest  rates. 

When  a  bank  purchases  Trust  shares,  its  ultimate  re¬ 
turn  or  yield  is  not  solely  dependent  on  the  credit  of 
the  U.S.  Treasury.  The  bank  expects  to  receive  profits 
primarily  through  the  management  efforts  and  exper¬ 
tise  of  Trust.  (That  factor  appears  to  be  one  major  mo¬ 
tivation  for  such  an  investment.)  Thus,  in  effect,  the 
bank’s  investment  in  Trust  shares  is  an  investment  in 
an  enterprise.  The  bank  must  rely  solely  on  Trust  as¬ 
sets  for  return  of  principal.  It  assumes  the  risk  that  the 
value  of  those  assets  may  be  seriously  diminished  by 
the  trustee’s  fraud,  mismanagement  or  investment  er¬ 
ror.  Those  risks,  always  appreciable,  increase  in  pe¬ 
riods  of  interest  rate  volatility,  such  as  the  one  we  have 
recently  experienced.  Thus,  an  investing  bank's  pro¬ 
portionate  interest  in  Trust  assets  (as  evidenced  by  the 
redemption  price)  may  fall  far  short  of  its  original  prin¬ 
cipal  investment.  Therefore,  the  investing  bank's  pro 
rata  “beneficial  ownership”  in  the  U.S.  Treasury  obliga¬ 
tions  held  by  Trust  provides  no  insulation  from  loss  of 
its  investment  due  to  the  managerial  error,  incompe¬ 
tence  or  misconduct  of  the  trustees.  Direct  ownership 
of  such  obligations  would  preclude  altogether  the  risk 
of  such  loss. 

In  view  of  the  considerations  detailed  above,  I  can¬ 
not  rule  (as  you  have  suggested)  that  a  bank’s  invest¬ 
ment  in  Trust  shares  is  the  functional  equivalent  of  an 
investment  in  direct  obligations  of  the  United  States. 
Such  a  ruling  would  not  be  fully  consistent  with  the 
goal  of  Section  9.18  to  maximize  the  benefits  of  a  col¬ 
lective  trust  fund  investment  by  minimizing  risk  through 
diversification  of  investments.  I  therefore  concur  with 
Mr.  Johnson’s  November  7,  1978,  letter  to  you. 

Dean  E.  Miller 
Deputy  Comptroller  for 

Specialized  Examinations 

*  *  * 


181— February  12,  1981 

Ray  F  Meyers,  Esq. 

Continental  Illinois  National 
Bank  and  Trust  Company 
231  South  LaSalle  St. 

Chicago,  IL  60693 

Dear  Mr.  Meyers: 

Thank  you  for  your  letter  of  January  12,  1981,  re¬ 
sponding  to  our  letter  of  November  28,  1980,  concern¬ 
ing  the  application  of  12  USC  82  to  a  mortgage- 
backed  pass-through  proposal  by  Continental  Illinois 
National  Bank  and  Trust  Company 


133 


In  our  letter  of  November  28,  1980,  which  has  since 
been  designated  Interpretive  Letter  171  ( Federal 
Banking  Law  Reporter,  Paragraph  85,252,  Commerce 
Clearing  House),  we  requested  more  details  on  the 
possible  inclusion  in  the  pools  of  loans  calling  for  a  5- 
year  balloon  payment  or  other  shorter  term  maturity. 
Specifically,  we  asked  for  information  on  whether  the 
refinancing  obligation  falls  on  the  bank  or  on  the  secu¬ 
rity  holders. 

Your  letter  of  January  12,  1981,  clarifies  that  “there 
would  be  no  obligation  of  any  kind  on  the  part  of  Conti¬ 
nental  to  come  up  with  any  funds"  at  maturity.  The  pur¬ 
chasers  of  the  pass-through  securities  “would  clearly 
and  explicitly  bear  the  risk  of  any  such  loan  maturity 
being  extended."*  Thus,  in  your  view,  Continental’s 
proposal  does  not  raise  the  issue  presented  in  Inter¬ 
pretive  Letter  1 1 1  ( Federal  Banking  Law  Reporter,  Par¬ 
agraph  85,156,  Commerce  Clearing  House),  where  the 
bank  rather  than  the  security  holders  bore  the  refi¬ 
nancing  burden  by  granting  the  borrower  an  “option 
loan"  committing  the  bank  to  making  a  new  loan  at 
maturity.  Accordingly,  the  bank  believes  12  USC  82  is 
inapplicable. 

We  will  accept  the  bank’s  argument  concerning  12 
USC  82  subject  to  the  following  conditions: 

(1)  Each  borrower  must  be  informed,  preferably 
in  writing,  that  (a)  Continental  has  no  obliga¬ 
tion  to  refinance  the  loan  at  maturity  and  that 
(b)  the  borrower  should  not  rely  on  the  possi¬ 
bility  of  additional  financing  from  Continental. 

(2)  When  a  borrower  requests  refinancing,  Conti¬ 
nental's  decision  must  be  made  on  market 
conditions  prevailing  at  the  time.  In  reaching  a 
decision  on  whether  to  refinance  and  on  what 
terms,  continental  may  give  no  special  pref¬ 
erences  to  those  borrowers  over  any  other 
mortgage  loan  applications  pending  at  the 
time. 

(3)  If  the  Comptroller  discerns  a  pattern  or  volume 
of  refinancings  inconsistent  with  the  principles 
above,  the  Comptroller  reserves  the  right  to 
impose  12  USC  82  retroactive  to  the  date  of 
the  sale  of  mortgage-backed  pass-through 
securities. 


Billy  C  Wood 
Deputy  Comptroller  for 
Multinational  Banking 

*  *  * 


*  The  maturity  of  the  mortgage  loans  can  be  extended  by  the  trustee 
at  Continental  s  direction  to  avoid  default  at  maturity 


182— March  10,  1981 

This  is  in  response  to  your  February  6,  1981,  letter  to 
Regional  Administrator  Larry  T.  Gerzema.  Please  ac¬ 
cept  my  apologies  for  the  delay  in  responding  to  your 
original  comment  letter. 

Your  bank’s  September  30,  1980,  report  of  examina¬ 
tion  detailed  certain  holdings  of  industrial  development 
bonds  (IDB)  as  violations  of  12  USC  84  and  the  sale  of 
those  same  securities  as  a  violation  of  15  USC  78.  We 
concur  with  the  examiner's  findings  Please  advise  Re¬ 
gional  Administrator  Gerzema  when  correction  of  the 
lending  limit  violation  is  effected.  Also  please  provide 
written  assurance  that  the  employees  of  your  bank  will 
stop  selling  municipal  securities  held  for  the  bank’s 
own  account  to  investors.  As  an  alternative  you  may 
wish  to  consider  registering  the  bank  as  a  municipal 
security  dealer  or  seeking  an  exemption  from  the  reg¬ 
istration  requirement.  Your  request  for  exemption 
should  be  directed  to  Ms.  Ann  Chafer,  Senior  Attorney, 
Division  of  Market  Regulation,  Securities  and  Ex¬ 
change  Commission,  500  North  Capitol  St.,  Washing¬ 
ton,  DC  20549. 

Our  determination  that  the  same  IDB  is  a  loan  for 
one  purpose  and  a  security  for  another  purpose  is  not 
as  contradictory  as  it  may  appear.  We  are  dealing  with 
two  different  bodies  of  law  which  were  designed  for 
different  purposes.  Banking  law  and  securities  law  are 
not  mutually  exclusive;  one  area  of  overlap  is  IDB’s. 

Section  3(a)(29)  of  the  Securities  Exchange  Act  of 
1934  (15  USC  78)  defines  the  term  “municipal  securi¬ 
ties”  and  includes  IDB’s  in  that  definition.  Another  sec¬ 
tion  in  that  same  statute  requires  banks  dealing  in  mu¬ 
nicipal  securities  to  register  with  the  Securities  and 
Exchange  Commission  (SEC).  A  bank  dealer  in  munic¬ 
ipal  securities  is  defined  as  a  bank  that  is  in  the  busi¬ 
ness  of  buying  and  selling  municipal  securities  for  its 
own  account.  While  we  defer  to  SEC  for  an  authorita¬ 
tive  interpretation  of  the  application  of  that  section  of 
the  statute,  we  have  a  responsibility  to  provide  inves¬ 
tors  in  municipal  securities  sold  by  national  banks  with 
every  level  of  protection  afforded  by  the  securities 
laws.  Accordingly,  you  are  advised  that  in  the  absence 
of  exemption  from  the  registration  requirements  of  15 
USC  78  we  will  regard  the  sale  of  IDB’s  to  investors 
who  do  not  normally  participate  in  bank  loans  as  a  vio¬ 
lation  of  law. 

For  purposes  of  banking  law,  an  IDB  may  be  a  loan, 
a  security  or  an  investment  security.  Those  distinctions 
are  made  on  a  case-by-case  basis.  The  separate  limi¬ 
tations  applicable  to  bank  holdings  of  loans  and  secu¬ 
rities  issued  by  or  on  behalf  of  a  single  obligor  are 
available  if  the  security  is  eligible  for  bank  investment. 
Only  those  IDB’s  that  qualify  as  investment  securities 
are  eligible  for  investment  by  national  banks. 

To  qualify  as  an  investment  security  as  defined  in  12 
CFR  1,  an  IDB  must  be  both  investment  quality  and 
marketable.  Many  IDB’s  do  not  enjoy  a  ready  market 
That  is  particularly  true  for  smaller  IDB  issues  payable 
from  lease  payments  made  by  an  unrated  company 
whose  other  securities  are  not  traded  publicly.  The 
presumption  that  this  type  of  security  does  not  have  an 
active  market  becomes  conclusive  when  the  entire  is- 
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sue  is  owned  by  one  holder  or  a  small  group  of  local 
holders.  Examiner  ***  has  noted  that  ***,  Inc.,  the  ***, 
Inc.,  and  the  ***,  Inc.,  are  unrated  companies  and  that 
the  bank  purchased  each  issue  in  its  entirety.  We  are 
not  aware  of  any  public  trading  in  any  securities  is¬ 
sued  by  or  on  behalf  of  the  corporations.  We  do  not 
think  the  securities  are  marketable  as  that  term  is  used 
in  12  CFR  1,  and,  accordingly,  we  do  not  think  the 
IDB’s  are  eligible  investments. 

Examiner  ***  notes  the  fact  that  the  bank  negotiated 
the  terms  of  the  IDB's  directly  with  the  corporations. 
That  type  of  negotiation  is  far  more  characteristic  of 
extending  a  loan  than  buying  a  security.  We  regard 
those  particular  IDB's  as  loans  for  purposes  of  banking 
law.  Accordingly,  the  IDB's  are  combined  with  all  other 
extensions  of  credit  made  to  each  corporation  to  de¬ 
termine  compliance  with  12  USC  84. 

I  trust  this  clarified  our  position  and  has  been  re¬ 
sponsive  to  your  inquiries.  Any  questions  should  be  di¬ 
rected  to  Owen  Carney,  Director,  Investment  Securities 
Division  (202)  447-1901. 

Edmund  G.  Zito 

Chief  National  Bank  Examiner 

*  *  * 


183 — February  12,  1981 

This  is  in  response  to  your  inquiry  of  August  29, 
1980,  regarding  the  ability  of  a  national  bank  to  extend 
purchase  money  financing  to  a  person  who  desires  to 
buy  an  off-lease  motor  vehicle  owned  by  the  bank. 

You  state  that  your  client's  consumer  finance  activi¬ 
ties  regularly  include  the  purchase  of  open-end  leases 
from  vehicle  dealers  along  with  the  vehicles  which  are 
the  subject  of  the  lease.  The  leases  and  the  bank's  ac¬ 
tivities  related  to  their  purchase,  servicing  and  termina¬ 
tion  are  designed  to  conform  to  the  requirements  of  In¬ 
terpretive  Ruling  7.3400.  Often  the  lessee  or  a  friend  or 
relative  of  the  lessee  wishes  to  purchase  the  leased 
vehicle  upon  lease  termination.  That  is  usually  the 
result  of  independent  negotiation  between  the  bank 
and  lessee  near  or  at  the  end  of  the  lease  period  or 
pursuant  to  the  lessee’s  bid  in  a  disposition  sale. 

The  bank’s  policy  in  the  past  has  been  to  sell  those 
previously  leased  vehicles  to  lessees  or  other  persons 
for  cash  only.  The  bank  is  now  contemplating  the  pos¬ 
sibility  of  financing  those  vehicles  on  terms  identical  to 
those  offered  to  customers  of  the  bank  who  seek  a 
purchase  money  loan  for  a  used  vehicle.  You  have  in¬ 
quired  whether  that  financing  of  the  vehicle  is  permis¬ 
sible  under  Interpretive  Ruling  7.3400  and  the  National 
Bank  Act  generally. 

In  the  case  of  M  &  M  Leasing  Corporation  v.  Seattle 
First  National  Bank,  563  F.2d  1377  (Ninth  Cir. ),  cert, 
denied,  436  U  S.  956  (1978),  the  Ninth  Circuit  Court  of 
Appeals  determined  that  the  leasing  of  motor  vehicles 
is  part  of  the  business  of  banking  so  long  as  the  trans¬ 
action  is  the  substantial  equivalent  of  a  loan  of  money 
on  personal  security.  The  court  did  not  directly  ad¬ 
dress  the  permissible  manner  of  disposing  of  those  ve¬ 


hicles  at  the  termination  of  the  lease.  By  way  of  illustra¬ 
tion,  the  court  pointed  out  that  a  previously  leased 
vehicle  is  typically  disposed  of  by  resale  to  the  dealer 
who  originated  the  transaction,  by  sale  to  a  wholesaler 
or  by  re-leasing  the  vehicle  to  another  customer  That 
illustration  does  not,  of  course,  preclude  the  sale  of  the 
vehicle  to  the  former  lessee  or  to  any  other  party. 

We  do  not  believe  that  anything  in  the  M  &  M  case, 
Interpretive  Ruling  7.3400  or  the  National  Bank  Act 
would  prohibit  the  bank  from  financing  the  purchase 
price  on  terms  identical  to  those  offered  to  customers 
of  the  bank  who  seek  a  purchase  money  loan  for  a 
used  vehicle.  We  do  point  out,  however,  that  the  pro¬ 
spective  ability  to  finance  the  purchase  price  upon  dis¬ 
position  should  not  alter  or  detract  from  the  bank’s  pri¬ 
mary  reliance  on  the  creditworthiness  of  the  lessee  in 
entering  the  initial  leasing  transaction.  Additionally,  any 
potential  income  to  the  bank  from  interest  earned  in  fi¬ 
nancing  the  purchase  of  the  vehicle  cannot  be  consid¬ 
ered  in  determining  whether  the  lease  will  meet  the 
“full-payout”  requirement  of  Interpretive  Ruling  7.3400. 
That  is  due  to  the  fact  that  the  ruling  specifically  limits 
recovery  of  the  bank’s  investment  and  cost  of  financ¬ 
ing  the  property  over  the  term  of  the  lease  to  rentals, 
estimated  tax  benefits  and  the  estimated  residual 
value  of  the  property  at  the  expiration  of  the  initial 
lease  term. 

Charles  F.  Byrd 

Assistant  Director 

Legal  Advisory  Services  Division 

*  *  * 


184— April  2,  1981 

This  is  in  response  to  your  letter  of  September  5, 
1980,  to  Mr  Richard  V.  Fitzgerald,  requesting  an  opin¬ 
ion  on  the  application  of  the  legal  lending  limits  of  12 
USC  84  to  loans  extended  by  the  ***  Company,  N.A., 
***,  to  corporations  commonly  controlled  by  ***  and 
his  children.  I  apologize  for  the  delay  in  responding. 
Facts 

***  owns  all  but  the  qualifying  shares  of  ***  Oil 
Company.  ***  has  two  wholly  owned  subsidiaries,  *** 
Oil  Company — ***  and  ***  Oil  Company — ***  There 
is  a  third  subsidiary,  ***  Transportation  Company 
(Transportation  Company)  of  which  ***  Oil  Company 
owns  87  percent. 

Other  corporations  owned  by  Mr.  ***  and  his  family 
are  ***  Oil  Company — ***,  ***  Refining  Company 
(Refining  Company)  and  ***  Trading  Company  (Trad¬ 
ing  Company). 

"Refining  Co."  is  owned  70  percent  by  ***  and  30 
percent  by  his  children  Trading  Company  is  wholly 
owned  by  his  children  You  did  not  state  whether  ***  is 
wholly  owned  by  ***.  I  will  assume  for  this  discussion 
that  he  is  the  sole  shareholder  Of  those  entities,  the 
bank  has  loan  relationships  with  ***,  Transportation 
Company,  ***,  Refining  Company  and  Trading  Com¬ 
pany.  Loans  to  Refining  Company  have  been  guaran¬ 
teed  by  ***  Other  related  entities,  which  I  understand 
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do  not  have  a  borrowing  relationship  with  the  bank,  are 
***  Company  (owned  100  percent  by  ***’s  children), 
***  Inc  and  ***.  You  have  not  indicated  the  owner¬ 
ship  of  those  latter  two.  The  principles  discussed  be¬ 
low  are  not  presently  applicable  to  those  nonborrowing 
companies  but  would  become  relevant  should  the 
bank  extend  credit  to  any  of  them  in  the  future. 

The  above  corporations  are  all  involved  in  related 
aspects  of  the  refining  and  wholesaling  of  petroleum 
products  In  addition,  ***,  Trading  Co.  and  Refining 
Co.  each  have  a  proportionately  significant  number  of 
officers  and  directors  that  are  common  to  one  or  more 
of  the  other  two  corporations.  Examiner  ***  has  stated 
that  a  review  of  financial  statements  prepared  by  inde¬ 
pendent  accountants  regarding  ***  and  Refining  Co. 
reflects  "little  significant  intercompany  transactions" 
between  those  two  corporations. 

Conclusion 

As  discussed  below,  it  is  my  conclusion  that  loans  to 
Transportation  Company  must  be  combined  with  those 
of  its  parent  corporation,  ***.  Because  of  insufficient 
information  regarding  the  other  entities,  we  are  unable 
to  render  a  conclusive  opinion  on  whether  further  ag¬ 
gregation  is  required. 

General  Principles 

The  purpose  of  12  USC  84  is  expressed  in  Interpre¬ 
tive  Ruling  7.1310,  12  CFR  7.1310,  which  states  that  it 
is  to  prevent  one  individual  or  a  relatively  small  group 
from  borrowing  an  unduly  large  amount  of  the  bank's 
deposits.  That  safeguards  depositors  by  diversifying 
the  bank’s  business  risk  and  helps  ensure  the  avail¬ 
ability  of  credit  to  the  entire  community. 

The  Office  of  the  Comptroller,  in  developing  princi¬ 
ples  of  aggregation  consistent  with  the  purposes  of 
Section  84,  has  taken  the  position  that  borrowings  of 
entities  which  benefit  other  entities  directly  or  indirectly 
may  be  aggregated.  That  approach  is  supported  by 
case  law.  In  Hughes  v.  Reed,  46  F.2d  435  (Tenth  Cir. 
1931),  the  Tenth  Circuit  Court  of  Appeals  stated  that: 

The  statute  does  not  prohibit  10  percent  loans  to 
different  persons  or  different  corporations,  if  they 
be  in  fact  separate  loans,  not  withstanding  the 
borrowers  may  be  related  or  affiliated  ....  But  the 
proof  that  the  loans  are  in  fact  excess  loans  to  one 
borrower  often  must  be  found  in  circumstances, 
and  latitude  must  be  allowed  in  adducing  such 
proof.  [Id.  at  442] 

Thus,  the  legal  separateness  of  the  various  bor¬ 
rowers  is  not  by  itself  determinative  of  whether  their 
debts  are  to  be  considered  as  separate  obligations. 

In  the  memorandum  of  bank  counsel  which  you 
have  enclosed,  two  cases  are  cited  as  illustrations  of 
the  application  of  12  USC  84.  In  Anonymous  v.  Roe 
(Federal  Banking  Law  Reporter,  1978-79  Decisions, 
Paragraph  97,  849  at  83,  700,  Commerce  Clearing 
House),  the  loan  to  a  dummy  corporation,  set  up  to  cir¬ 
cumvent  the  bank's  lending  limits,  was  required  to  be 
combined  with  loans  of  another  corporation.  As  you 
know,  neither  the  courts  nor  our  Office  has  ever  re¬ 
stricted  application  of  the  lending  limits  to  such  an 
egregious  situation 

Furthermore,  we  do  not  find  that  the  second  cited 


case  of  First  National  Bank  of  Lincolnwood  v.  Keller, 
318  F.  Supp.  339  (N.D.  III.  1970),  is  persuasive  in  de¬ 
termining  the  issues  in  that  situation.  One  of  the  issues 
there  was  whether  loans  to  a  corporation  and  its  50 
percent  owned  subsidiary  should  be  combined  pursu¬ 
ant  to  12  USC  84  which  requires  that  obligations  of  a 
majority  owned  corporation  be  included  with  those  of 
its  parent  corporation.  The  court's  conclusion  that  ag¬ 
gregation  was  not  required  was  based  on  a  determina¬ 
tion  that  control  in  that  50  percent  situation  was  equally 
divided  according  to  the  proof  that  had  been  intro¬ 
duced.  A  second  issue  in  that  case  was  the  question 
of  whether  loans  to  the  principal  shareholders  were  in 
fact  used  to  benefit  the  corporation  and  should  there¬ 
fore  be  combined  with  loans  to  the  corporation.  The 
plaintiff  in  Lincolnwood  failed  to  show  the  proceeds  of 
the  individuals'  loans,  while  used  in  their  businesses, 
were  used  to  benefit  that  particular  corporation  being 
considered.  Neither  of  those  two  issues  decided  by 
the  court  in  Lincolnwood  support  the  view  of  counsel 
for  ***  Company,  N.A.,  that  the  loans  in  this  case  need 
not  be  combined. 

Parent-Subsidiary  Borrowings 
Section  84  provides  that: 

the  term  ‘obligations’  .  .  .  shall  include  ...  in  the 
case  of  obligations  of  a  corporation  all  obligations 
of  all  subsidiaries  thereof  in  which  such  corpora¬ 
tion  owns  or  controls  a  majority  in¬ 
terest  .... 

Thus,  all  loans  by  the  bank  to  Transportation  Com¬ 
pany  must  be  aggregated  with  those  to  ***,  its  parent 
corporation.  ***  and  ***  are  not  presently  borrowing, 
but  the  same  basis  for  aggregation  would  apply 
should  the  bank  extend  credit  to  those  entities  in  the 
future. 

Other  Corporate  Borrowings 

I  will  first  address  the  question  of  aggregation  of  cor¬ 
porate  loans  apart  from  the  specific  issue  of  ***’s 
guarantee  of  Refining  Company’s  loans. 

In  determining  whether  loans  to  legally  separate  but 
related  entities  should  be  combined,  outside  of  the 
parent-subsidiary  context,  latitude  must  be  allowed  to 
effectuate  the  purposes  of  Section  84.  Interpretive  Rul¬ 
ing  7.1310(c)(3),  12  CFR  7.1310(c)(3),  provides  that: 

obligations  of  a  corporation  must  be  combined 
with  any  other  extension  of  credit  the  proceeds  of 
which  are  used  for  the  benefit  of  the  corporation. 

The  purposes  of  12  USC  84  can  be  fulfilled  only  af¬ 
ter  the  factual  interrelationships  involved  in  each  par¬ 
ticular  situation  have  been  fully  considered.  Should 
analysis  indicate  that  loans  are  for  a  common  purpose, 
use  or  benefit  or  that  borrowers  are  not  in  fact  sepa¬ 
rate  entities,  the  loans  should  be  considered  a  single 
obligation. 

This  Office  has  consistently  required  the  combining 
of  loans  to  separate  entities  controlled  and  owned  by 
the  same  individual  or  group  of  individuals,  where  it  is 
apparent  that  the  entities  are  so  closely  related  as  to 
be  indistinguishable  as  separate  enterprises  (see  In¬ 
terpretive  Ruling  7. 1 31 0(c)(2)(iii),  12  CFR 

7.131 0(c)(2)(iii)). 
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Factors  relevant  to  resolving  loan  combination  ques¬ 
tions  in  the  context  of  legally  separate  businesses  in¬ 
clude,  but  are  not  limited  to,  the  following: 

(1)  The  degree  to  which  the  business  functions  of 
the  several  borrowers  are  interrelated  and  in¬ 
terdependent  upon  one  another  For  example, 
if  enterprises  with  similar  ownership  interests 
are  engaged  in  supporting  lines  of  business 
and,  in  fact,  interchange  goods  and  services, 
it  is  reasonable  to  conclude  that  those  entities 
are  not  separate  concerns  in  reality  but  are 
part  of  a  common  enterprise. 

(2)  The  extent  to  which  revenues  received  by 
each  of  the  borrowers  are  dependent  upon 
the  successful  operation  of  the  other.  If  Cor¬ 
poration  X  derives  a  significant  amount  of  its 
income  from  sales  to  Corporation  Y,  a  com¬ 
monly  owned  corporation,  then  Corporation 
X’s  ability  to  repay  its  indebtedness  hinges  on 
Corporation  Y's  continued  prosperity.  The 
bank,  in  reality,  is  relying  upon  a  single 
source  of  income  for  repayment  of  both  loans. 
That  situation  requires  the  aggregation  of  the 
obligations  of  X  and  Y. 

(3)  Whether  the  loan  proceeds  extended  to  one  of 
the  borrowers  benefits  or  are  for  the  accom¬ 
modation  of  another  borrower.  Where  the  pro¬ 
ceeds  (or  portions  thereof)  of  Corporation  X’s 
loan  are  loaned  to  or  used  to  benefit  Y,  X's 
loan  must  be  combined  with  obligations  of  Y. 
One  example  of  a  benefit  to  Y  would  be  where 
X  uses  the  proceeds  to  furnish  goods  or  serv¬ 
ices  to  Y. 

(4)  Whether  the  borrowers  are  truly  separate  in 
their  operations  and  financial  affairs.  Under 
that  criteria,  the  existence  of  common  owner¬ 
ship,  common  management,  use  of  common 
facilities  and  intermingling  of  assets  and  bor¬ 
rowings  among  the  borrowers  are  considered 
to  determine  whether  the  entities  are  merely 
divisions  or  departments  of  a  single  enter¬ 
prise. 

It  is  important  to  stress  that  each  of  the  above  con¬ 
siderations  directly  relates  to  the  underlying  purposes 
of  Section  84.  In  the  final  analysis,  the  question  is 
whether  it  would  be  consistent  with  the  purposes  of 
Section  84  to  combine  the  loans. 

Applying  the  above  described  considerations  to  the 
facts  outlined  in  your  letter,  we  are  not  able  to  ascer¬ 
tain  whether  all  the  loans  to  ***,  Trading  Company  and 
Refining  Company  are  to  be  combined.  Our  inability  to 
do  so  results  primarily  from  the  absence  of  facts 
clearly  indicating  the  specific  functions  of  the  various 
entities  in  the  general  business  of  refining  and  whole¬ 
saling  of  petroleum  products  and  their  degree  of  inter¬ 
dependency.  Ffowever,  we  do  wish  to  offer  the  follow¬ 
ing  observations: 

(1)  The  corporations  are  apparently  engaged  in 
complimentary  lines  of  business,  although  in 


different  states.  The  extent  of  their  interrela¬ 
tionship  is  a  key  factor  in  determining  whether 
the  loans  are  to  be  combined  For  example, 
assume  a  significant  portion  of  Trading  Com¬ 
pany's  business  involves  the  merchandising 
of  oil  for  ***  or  for  the  other  companies.  That 
fact,  coupled  with  the  existence  of  common 
management  and  ownership,  would  indicate 
that  those  borrowers  are  not  separate  con¬ 
cerns  in  reality,  but  merely  departments  or  di¬ 
visions  of  the  same  enterprise.  One  purpose 
of  Section  84  is  to  spread  the  bank's  risk 
among  different  borrowers,  not  among  differ¬ 
ent  geographic  areas.  Therefore,  the  fac*  that 
the  businesses  are  incorporated  in  different 
states  or  have  their  operations  diversified  geo¬ 
graphically  is  not  determinative. 

(2)  Similarly,  it  appears  likely  that  the  income  of 
several  of  the  entities  may  be  derived  from 
one  or  more  of  the  other  entities.  Assuming  a 
significant  part  of  Trading  Company’s  busi¬ 
ness  consists  of  "trading"  oil  for  ***,  or  one  of 
the  other  related  companies,  Trading  Com¬ 
pany  would  be  dependent  upon  ***  or  the 
other  related  entities  for  much  of  its  income. 
Therefore,  the  ability  of  Trading  Company  to 
repay  its  obligation  would  be  contingent  upon 
the  continued  prosperity  of  ***  or  the  other  re¬ 
lated  companies.  The  existence  of  such  cir¬ 
cumstances  would  require  combining  the 
loans  of  the  entities  involved. 

(3)  The  existence  of  common  ownership  or  man¬ 
agement  among  the  various  corporations 
would  strongly  favor  aggregation  where  other 
facts  exist  to  support  the  conclusion  that  the 
entities  are  interdependent  or  members  of  a 
common  enterprise. 

(4)  On  the  other  hand,  those  corporations  may 
have  only  minimal  contacts  with  one  another. 
For  example,  it  is  possible  that  Trading  Com¬ 
pany  is  not  dependent  upon  the  business  of 
***  as  a  significant  source  of  income.  Assum¬ 
ing  that  that  is  the  case  and  that  there  are  no 
other  relationships  between  the  two  other  than 
the  existence  of  common  management  and 
ownership,  then  the  loans  would  not  neces¬ 
sarily  be  combined. 

The  same  analysis  as  to  Trading  Company  should 
be  made  to  the  other  related  companies  as  well. 

Guarantee 

Section  84  provides  that: 

'obligations'  shall  mean  ...  the  liability  of  the  en¬ 
dorser,  drawer  or  guarantor  who  obtains  a  loan 

from  or  discounts  paper  with  or  sells  paper  under 

his  guaranty  to  such  association 

This  Office  has  interpreted  that  language  to  encom¬ 
pass  the  situation  where  a  guarantor  has  received  the 
proceeds  of  the  loan  or  has  received  the  benefits  in 
some  other  manner  (see  Interpretive  Ruling  7.1 125(b), 
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12  CFR  7.1 125(b)).  If  the  maker  of  the  note  shares  the 
proceeds  with  the  guarantor,  uses  the  proceeds  to 
purchase  from  or  furnish  to  the  guarantor  goods  or 
services,  or  otherwise  bestows  a  benefit  on  the  guar¬ 
antor,  the  guarantee  cannot  be  said  to  be  for  accom¬ 
modation  only.  In  that  situation,  the  loan  must  be  com¬ 
bined  with  the  guarantor’s  other  borrowings. 

The  presence  of  a  guarantee,  although  it  favors 
combination  here,  is  alone  not  enough  to  require  inclu¬ 
sion  of  Refining  Company’s  loans  with  those  of  *** 
***  owns  100  percent  of  ***  and  70  percent  of  Refin¬ 
ing  Company,  the  other  30  percent  being  owned  by 
the  ***  children.  ***  is  borrowing  from  the  bank  and 
has  guaranteed  the  debt  of  Refining  Company.  As  this 
Office  has  previously  stated,  the  fact  that  an  individual 
who  owns  a  corporation  guarantees  a  loan  to  that  en¬ 
tity  is  not  enough,  standing  alone,  to  require  aggrega¬ 
tion  of  the  loans.  Here,  ***  has  no  direct  ownership  in¬ 
terest  in  Refining  Company.  That  difference  makes 
combination  of  the  loans  to  the  two  entities,  based  on 
the  existence  of  a  guarantee,  even  less  certain.  Thus, 
the  single  fact  that  a  loan  to  a  corporation  is  guaran¬ 
teed  by  a  commonly  owned  corporation  is  not  suffi¬ 
cient  to  require  combination  for  purposes  of  12  USC  84. 

It  is  conceivable,  even  with  the  presence  of  common 
ownership  and  management,  that  ***  and  Refining 
Company  are  separate  in  fact  as  well  as  legally  and 
that  ***  has  not  benefited  from  the  loan  to  Refining 
Company.  In  that  case,  Refining  Company’s  loan 
would  not  be  considered  as  an  obligation  of  ***.  As 
we  pointed  out  before,  key  information  regarding  the 
function  and  interaction  of  the  entities  is  not  available 
to  us  at  this  time. 

In  conclusion,  we  find  that  the  loans  to  ***  and 
Transportation  Company  must  be  combined  pursuant 
to  12  USC  84.  Whether  or  not  the  loans  to  Trading 
Company,  Refining  Company  and  ***  should  also  be 
combined  is  less  clear.  There  are  insufficient  facts  to 
determine  if  the  various  entities  are  in  reality  separate 
enterprises  although  they  are  in  related  lines  of  busi¬ 
ness.  However,  our  experience  in  those  types  of  situa¬ 
tions  indicates  that  quite  often  the  related  entities  are 
interdependent  to  a  degree  which  requires  the  combi¬ 
nation  of  their  loans. 

I  regret  that,  in  the  absence  of  more  detailed  infor¬ 
mation,  we  are  unable  to  give  you  a  more  specific  re¬ 
sponse.  If,  on  the  basis  of  additional  facts,  you  have 
any  further  questions,  please  feel  free  to  call  us. 

Charles  F.  Byrd 

Assistant  Director 

Legal  Advisory  Services  Division 

*  * *  * 


185— March  11,  1981 

This  is  in  response  to  your  letter  dated  August  11, 
1980,  in  which  you  refer  to  exceptions  6  and  7,  12 
USC  84  In  your  letter,  you  have  one  observation  and 


have  asked  three  questions.  I  will  discuss  those  mat¬ 
ters  in  the  order  in  which  you  raised  them. 

You  state  that  exception  7,  12  USC  84(7),  as  inter¬ 
preted  by  the  Comptroller  of  the  Currency’s  Interpre¬ 
tive  Ruling  7.1570,  12  CFR  7.1570  (1980)  on  loans  se¬ 
cured  by  livestock  and  dairy  cattle  implies  that  "in 
order  to  qualify  for  the  additional  15  percent  limit  of 
capital  and  surplus,  the  entire  loan  must  be  secured 
by  115  percent  of  livestock.”  You  refer  to  the  chart 
which  appears  as  an  example  in  Interpretive  Ruling 
7.1560  concerning  exception  6  to  12  USC  84.  You 
note  that,  according  to  the  chart,  it  appears  that  a  loan 
equal  to  10  percent  of  the  bank's  capital  and  surplus 
could  be  unsecured  or  secured  by  collateral  other 
than  livestock.  (I  have  attached  the  chart  to  this  let¬ 
ter.*) 

As  you  know,  national  bank  lending  limits  are  pre¬ 
scribed  by  12  USC  84  which  provides  that  national 
bank  obligations  to  any  one  entity  may  not  exceed  10 
percent  of  capital  stock  and  unimpaired  surplus,  sub¬ 
ject  to  various  exceptions.  Exception  6  provides  that 
obligations  "in  the  form  of  notes  or  drafts  secured  by 
shipping  documents  transferring  or  securing  title  cov¬ 
ering  readily  marketable  nonperishable  staples  .  .  .” 
are  subject  to  a  limitation  of  15  percent  of  capital  and 
surplus  in  addition  to  the  standard  10  percent  lending 
limit.  That  additional  15  percent  limitation,  however, 
applies  only  when  the  "market  value  of  such  staples 
securing  such  obligation  is  not  at  any  time  less  than 
115  per  centum  of  the  face  amount  of  such  obligation 

Our  Office’s  position  is  in  agreement  with  your  inter¬ 
pretation  of  the  hypothetical  loan  situation  as  chartered 
in  Interpretive  Ruling  7.1560.  The  first  $10,000  of  the 
projected  $50,000  loan  need  not  be  collateralized  be¬ 
cause  it  represents  10  percent  of  the  bank’s  capital 
and  surplus.  The  entire  $10,000  would  be  within  the 
bank’s  lending  limit  since  no  other  loans  are  outstand¬ 
ing  or  attributable  to  the  borrower.  Despite  the  fact  that 
the  language  of  exception  7  may  appear  to  imply  that 
the  entire  loan  must  be  collateralized  by  livestock,  this 
is  not  the  case.  In  that  respect,  exception  7  should  be 
treated  identically  as  exception  6.  The  amount  of  the 
loan  which  is  equivalent  to  10  percent  of  the  bank’s 
capital  and  surplus  need  not,  for  the  purposes  of  ex¬ 
ception  7,  be  secured  where  no  other  loans  are  out¬ 
standing  or  attributable  to  the  borrower.  Under  Section 
84  itself,  there  is  no  requirement  that  a  bank  collateral¬ 
ize  the  portion  of  a  loan  which  falls  within  its  general 
lending  limit.  Of  course,  the  question  of  whether  to  re¬ 
quire  collateral  for  the  amount  of  the  loan  which  is 
equivalent  to  10  percent  of  capital  and  surplus  must 
be  decided  upon  prudent  banking  principles. 

Your  first  question  is:  "Is  it  possible  to  lend  $215,000 
secured  by  machinery  and  feed  in  addition  to  lending 
$200,000  secured  by  livestock  for  a  total  of 
$415,000?”  Your  bank’s  lending  limit  is  $215,832. 

It  is  permissible  to  make  the  $415,000  loan  you  have 
described.  The  $215,000  portion  of  the  loan  need  not, 


*  The  chart  is  not  printed  here  because  of  space  limitations  It  is 

available  from  other  sources 
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under  12  USC  84,  be  collateralized  at  all;  it  is  within 
the  bank's  $215,832  lending  limit.  Under  exception  7, 
the  bank’s  general  lending  limit  may  be  exceeded  by 
15  percent  when  the  obligation  is  secured  by; 

shipping  documents  or  instruments  transferring  or 
securing  title  covering  livestock,  or  giving  a  lien  on 
livestock  when  the  market  value  of  the  livestock 
...  is  not  at  any  time  less  than  1 15  per  centum  of 
the  face  amount  of  the  notes  covered  by  such 
documents  ....  [emphasis  added] 

(12  USC  84(7)) 

To  qualify  for  the  increased  lending  limit  under  ex¬ 
ception  7,  therefore,  the  additional  $200,000  loan  must 
be  secured  by  livestock  with  a  market  value  of  at  least 
1 15  percent  of  the  face  amount  of  the  $200,000  loan, 
or  $230,000.  Please  be  advised  that,  to  comply  with 
exception  7,  the  bank  will  be  required  to  maintain  doc¬ 
umentation  in  its  files  in  the  form  of  an  inspection  and 
appraisal  report  on  the  livestock  pledged  as  collat¬ 
eral  Interpretive  Ruling  7.1570(a)(4),  12  CFR 
7.1 570(a)(4)(1 980). 

Your  second  question  is:  “If  that  is  possible,  should 
it  be  in  the  form  of  two  separate  notes  or  can  it  be  in 
one  note  for  $415,0007"  We  hesitate  to  suggest  which 
course  might  be  more  advantageous  to  your  bank.  It 
may  be  more  appropriate  for  you  to  consult  bank 
counsel  and  to  rely  on  prudent  banking  principles  in 
making  your  decision.  It  would  be  desirable  to  struc¬ 
ture  the  transactions  in  a  manner  which  avoids  confu¬ 
sion  over  which  collateral  serves  which  loan. 

Your  third  question  is:  “Is  it  possible  to  include  sale¬ 
able  grain  such  as  shelled  corn,  oats,  soybeans  (not 
hay  or  ensilage)  in  addition  to  livestock  for  establishing 
values?  This  would  assume  the  corn  would  be  fed  to 
cattle  and  soybeans  would  be  held  for  resale . 

Exception  7,  12  USC  84(7),  refers  to  livestock  only 
as  an  acceptable  means  through  which  to  secure  the 
exception  to  the  standard  Section  84  lending  limit.  This 
Office  would  not  recognize  any  attempt  to  increase  the 
value  of  the  livestock  through  an  addition  of  the  market 
value  of  the  agricultural  commodities  you  have  listed.  It 
is  possible,  however,  that  some  or  all  of  those  com¬ 
modities  could  qualify  as  “readily  marketable  nonpe¬ 
rishable  staples”  under  the  exception  6  to  Section  84. 
To  qualify  as  a  “readily  marketable  staple,”  the  com¬ 
modities  you  have  listed  in  your  third  question  must 
qualify  under  the  language  of  Interpretive  Ruling 
7.1560(b)(2),  which  reads  as  follows: 

A  readily  marketable  staple  may  be  defined  as  an 
article  of  commerce,  agriculture  or  industry  of 
such  uses  as  to  make  it  the  subject  of  dealings  in 
a  ready  market  with  sufficiently  frequent  quota¬ 
tions  of  prices  as  to  make  (1)  the  price  easily  and 
definitely  ascertainable  and  (2)  the  staple  itself 
easy  to  realize  upon  by  sale  at  any  time.  Although 
exception  6  is  not  limited  to  staples  which  are 
traded  in  constantly  on  an  organized  market,  it 
does  require  the  existence  of  sufficiently  regular 
and  continuous  trading  to  assure  the  bank  that,  if 
it  becomes  necessary  to  sell  the  collateral  in  order 
to  collect  the  loan,  the  staple  could  be  readily  sold 
by  the  bank  at  a  price  approximately  ascertaina¬ 


ble  in  advance  and  not  involving  any  considerable 
sacrifice  from  the  amount  at  which  it  is  valued  as 
collateral. 

Exception  6  is  designed  primarily  to  apply  to  such 
basic  commodities  as  wheat  and  other  grains, 
cotton,  wool,  basic  metals  such  as  tin,  copper  and 
lead,  and  the  like.  With  few  exceptions,  fabricated 
commodities,  unlike  such  uniform  staples,  do  not 
constitute  standarized  interchangeable  units  re¬ 
gardless  of  the  manufacturer  and,  accordingly, 
they  do  not  possess  the  same  broad  marketability 
and  do  not  qualify  as  readily  marketable  staples. 

Whether  a  commodity  is  readily  marketable  nec¬ 
essarily  depends  upon  existing  conditions,  and  a 
commodity  which  qualifies  at  one  time  might 
cease  to  be  such  at  a  later  date  because  of  fun¬ 
damental  changes  in  supply  or  scope  of  useful¬ 
ness,  for  example,  by  which  the  extent  and  steadi¬ 
ness  of  market  demand  were  greatly  reduced. 

Exception  6  refers  to  “obligations  ...  in  the  form  of 
notes  or  drafts  secured  by  shipping  documents,  ware¬ 
house  receipts  or  other  such  documents  transferring 
or  securing  title”  to  the  goods. 

As  explained  in  Interpretive  Ruling  7.1560(a)(2),  the 
critical  question  is  whether  the  warehouse  receipts  or 
other  such  documents  give  to  the  holder  control  of  the 
commodity  to  the  extent  that  the  holder  (bank)  can  sell 
the  commodity  and  promptly  transfer  title  and  posses¬ 
sion  to  the  purchaser. 

Assuming  that  the  commodities  you  have  listed  in 
your  third  question  are  "readily  marketable  staples” 
under  Interpretive  Ruling  7.1560(b)(2),  you  may  wish 
to  use  both  exceptions  6  and  7  in  one  transaction.  That 
could  be  accomplished  in  the  following  manner.  For 
example,  let  us  assume  that  bank  A's  10  percent  legal 
lending  limit  is  $100,000.  Under  exception  7,  the  bank 
would  be  permitted  to  advance  up  to  $250,000  to  any 
one  borrower  where  the  additional  $150,000  advance 
is  secured  by  livestock.  The  market  value  of  the  live¬ 
stock  must  be  at  least  115  percent  of  the  amount  of 
funds  advanced  under  exception  7,  or  $172,500. 

By  invoking  exception  6,  bank  A  would  then  be  per¬ 
mitted  to  advance,  for  example,  an  additional 
$150,000  to  the  same  borrower  as  long  as  that  amount 
is  collateralized  by  “readily  marketable  staples”  with  a 
fair  market  value  of  at  least  $172,500,  which  repre¬ 
sents  115  percent  of  the  amount  of  funds  advanced 
under  exception  6.  That  calculation  is  derived  from  the 
second  line  of  the  enclosed  chart,  which  is  located  fol¬ 
lowing  Interpretive  Ruling  7.1560(c)  t  At  that  point, 
bank  A  has  legally  advanced  $400,000  to  the  one  bor¬ 
rower,  which  represents  40  percent  of  the  bank's  capi¬ 
tal  and  surplus.  Of  course,  a  serious  question  would 
arise  as  to  whether  such  a  concentration  of  credit 
would  be  prudent. 

Charles  F  Byrd 

Assistant  Director 

Legal  Advisory  Services  Division 

*  *  * 


t  The  chart  is  not  printed  here  because  of  space  limitations  It  is 
available  from  other  sources 
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186— March  26,  1981 

Mr.  Peter  Bickerman 
Assistant  Attorney  General 
State  of  Maine 
Augusta,  ME  04333 

Dear  Mr.  Bickerman: 

This  is  in  response  to  your  letter  of  October  30, 
1980,  to  Mr.  Heimann,  in  which  you  discussed,  inter 
aha,  compliance  by  national  banks  in  Maine  with  regu¬ 
lations  adopted  by  Maine’s  Superintendent  of  Banking 
pursuant  to  the  Maine  Abandoned  Property  Act  (Act), 
33  Maine  Revised  Statutes,  Sections  1301-1306. 

The  matter  of  national  bank  compliance  with  state 
laws  and  regulations  regarding  unclaimed  property 
has  been  the  subject  of  great  confusion  in  the  banking 
community  in  recent  years.  Because  of  that  confusion, 
and  in  connection  with  congressional  attention  to  es¬ 
cheat  laws,  this  Office’s  staff  has  recently  spent  a 
great  deal  of  time  researching  the  factual  data  regard¬ 
ing  national  bank  practices  as  well  as  the  legal  status 
of  such  laws  and  regulations.  Much  of  that  research 
was  reflected  in  testimony  before  the  House  of  Repre¬ 
sentatives'  Subcommittee  on  Commerce,  Consumer 
and  Monetary  Affairs  on  July  24,  1980,  by  Mr.  Edmund 
G.  Zito  and  Ms.  Jo  Ann  Barefoot,  a  copy  of  which  I 
have  enclosed.* 

In  general,  after  examining  the  Act  and  the  Superin¬ 
tendent’s  authority  to  set  maximum  service  charges 
thereunder,  I  agree  with  your  assertion  that  national 
banks  in  Maine  are  obliged  to  comply  with  the  subject 
regulation.  I  would  only  add  that  if  the  regulation  is 
found  to  interfere  with  the  goals  of  the  National  Bank 
Act,  12  USC  21  et  seq.,  it  would  be  inapplicable  to  na¬ 
tional  banks. 

I  should  also  note  that  the  fact  that  national  banks 
must  comply  with  the  Superintendent's  regulations 
does  not  mean  that  the  Superintendent— or  any  Maine 
agency — may  either  examine  national  banks  for  com¬ 
pliance  with  the  regulation  or  enforce  the  Act’s  provi¬ 
sions  vis-a-vis  national  banks.  As  you  may  know,  Con¬ 
gress  has  given  the  Comptroller's  Office  the  exclusive 
authority  to  supervise  the  operations  of  national  banks. 
Under  12  USC  484,  visitorial  powers  over  national 
banks  can  be  exercised  only  by  this  Office.  Under  12 
USC  1818(b),  only  this  Office  is  empowered  to  issue 
cease  and  desist  orders  against  national  banks  and  to 
require  affirmative  action  to  correct  the  conditions”  re¬ 
sulting  from  violations  of  law. 

Richard  V  Fitzgerald 
Director 

Legal  Advisory  Services  Division 

*  *  * 


*  The  testimony  is  not  included  here  because  of  space  limitations  It 
is  available  from  other  sources 


187— March  9,  1981 

On  January  6,  1981,  representatives  of  this  office 
met  with  chairman  of  the  Compliance  Committee  ***, 
president  [X],  ***.  During  that  meeting,  extensive  dis¬ 
cussions  were  held  concerning  the  disposition  of 
credit  life  insurance  income  generated  from  bank 
sources  since  January  1,  1978,  and  other  areas  which 
were  the  subject  of  the  December  1 ,  1980,  report  of  in¬ 
dependent  counsel.  We  have  now  completed  our  re¬ 
view  of  counsel's  report  and  have  reached  certain 
conclusions,  many  of  which  are  at  variance  with  the 
views  of  bank  counsel  and  Mr.  [X’s]  personal  counsel. 
While  a  detailed  refutation  of  the  various  arguments  of 
counsel  is  beyond  the  scope  of  this  letter,  we  will  com¬ 
ment  on  major  points  underlying  our  analysis. 

It  continues  to  be  our  opinion  that  the  credit  life  in¬ 
surance  income  which  has  flowed  to  Mr.  [X  |  since  Jan¬ 
uary  1,  1978,  was  improperly  retained  by  him  in  viola¬ 
tion  of  12  CFR  2.*  Therefore,  we  will  insist  upon  its 
return  to  the  bank.  Our  calculation  of  the  total  reim¬ 
bursement  of  that  and  other  amounts  to  be  made  by 
Mr.  [X]  is  more  fully  set  forth  in  exhibit  A  attached  to 
this  letter. f 

Our  understanding  of  the  actual  credit  life  transac¬ 
tions  in  that  case  is  that  the  commissions  were  first 
credited  to  an  account  entitled  “First  National  Bank 
***_Agent,”  and  that  account  had  previously  been 
denominated  the  “Mr.  [X]— Agent”  account.  Funds  in 
that  account  would  be  transferred  to  an  account  enti¬ 
tled  “Miscellaneous  Income”  and,  finally,  they  would 
be  disbursed  directly  to  Mr.  [X],  Counsel  for  Mr.  [X] 
has  maintained  that  the  deposit  of  those  commissions 
to  the  “Miscellaneous  Income”  account  disposes  in 
Mr.  [X’s]  favor  the  question  of  whether  12  CFR  2  was 
violated.  Once  the  funds  entered  that  account,  he  ar¬ 
gues,  they  lost  their  identity  as  credit  life  commissions, 
and  the  funds  transferred  from  that  account  to  Mr.  [X] 
were  merely  general  bank  revenues. 

We  disagree  with  counsel’s  arguments.  In  general, 
we  reiterate  our  position  that  the  provisions  of  12 
CFR  2  prohibit  the  ultimate  retention  by  a  bank  insider 
of  credit  life  income  generated  in  connection  with 
loans  at  his  bank,  and  we  will  look  beyond  the  mere 
bookkeeping  entries  to  discover  who  ultimately  re¬ 
tained  the  income.  Therefore,  we  do  not  believe  that 
our  inquiry  into  the  disposition  of  the  credit  life  income 
must  necessarily  stop  at  the  point  at  which  the  funds 
are  deposited  to  an  “income”  account  at  a  bank. 
Moreover,  our  investigation  revealed  that  the  title  of  the 
instant  account,  “Miscellaneous  Income,"  is  a  mis¬ 
nomer.  The  funds  in  that  account  never  appeared  in  or 
affected  any  calculation  of  the  bank’s  gross  profit: 
taxes  were  never  paid  on  it  (except  by  Mr.  [X]  on  his 
personal  income  tax  form);  and  the  account  was  an 
“income”  account  solely  by  virtue  of  its  name,  not  its 
substance.  We  believe  that  bit  of  accounting  legerde- 


*  In  that  regard,  we  note  that  12  CFR  2,  at  Section  2.3(e).  includes 
health  and  accident  insurance  under  the  general  definition  of  credit 

life  insurance. 

t  Exhibit  A  is  exempt  from  public  disclosure  under  the  Freedom  of 
Information  Act 
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main  is  irrelevant  to  the  consideration  of  who  retained 
the  credit  life  income  and  that  the  credit  life  commis¬ 
sions  retained  their  character  as  such  when  they  were 
transferred  to  Mr.  [X]. 

In  addition,  we  wish  to  point  out  that  the  question  of 
whether  the  funds  were  run  through  an  income  ac¬ 
count  at  the  bank  is  not  necessarily  dispositive.  If  such 
funds  can  nevertheless  be  clearly  traced  through  the 
income  accounts  of  the  bank,  we  believe  that  they  re¬ 
main  credit  life  income  for  the  purposes  of  the  regula¬ 
tion.  In  that  case,  for  instance,  it  is  clear  to  us  that  the 
funds  transferred  to  Mr.  [X]  were,  in  fact,  the  commis¬ 
sions  from  the  sale  of  credit  life.  The  amounts  were 
identical  to,  and  came  directly  from,  the  very  account 
into  which  the  commissions  were  initially  deposited. 
The  commissions  were  apparently  the  only  funds  in 
that  account,  and  they  were  ultimately  transferred  in 
toto  to  Mr.  [X], 

The  agency  contract  and  the  accompanying  board 
resolution,  on  which  counsel  for  the  bank  rests  much 
of  his  argument,  strengthen  the  opinion  that  those 
funds  continued  to  be  credit  life  commissions.  While 
the  agency  contract  itself  is  silent  regarding  the  dispo¬ 
sition  of  the  commissions,  the  board  resolution  clearly 
states  that  the  commissions  are  to  go  to  Mr.  [X],  Min¬ 
utes  of  the  compensation  committee  and  of  the  board 
of  directors  add  further  support.  For  instance,  on  those 
occasions  when  the  compensation  committee  voted  to 
pay  the  amounts  in  the  credit  life  account  to  Mr.  [X], 
the  minutes  of  the  meeting  clearly  indicate  that  the 
committee  viewed  the  amounts  going  to  Mr.  [X]  as  the 
credit  life  income.  On  June  26,  1978,  the  committee 
voted  that  “the  credit  life  income  for  the  first  6  months 
of  1978  be  disbursed  to  Mr.  [X].” 

Likewise,  on  December  8,  1978,  it  was  voted  “to  dis¬ 
burse  the  credit  insurance  income  for  the  last  6 
months  of  1978  to  Mr.  [X].”  For  its  part,  the  board,  on 
May  9,  1979,  voted  “to  make  the  credit  life  income  a 
part  of  Mr.  [X’s]  salary  retroactive  to  January  1,  1978  “ 
Those  actions  seem  to  make  it  clear  beyond  argument 
that  all  parties  concerned  continued  to  view  those 
funds  as  credit  life  income,  not  merely  general  reve¬ 
nues  of  the  bank. 

In  our  meeting,  it  was  suggested  that  any  reimburse¬ 
ment  by  Mr.  [XJ  should  not  include  the  $18,535  which 
he  disbursed  to  various  bank  employees.  Again,  we 
disagree.  It  is  our  opinion,  bolstered  by  Mr.  [X’s]  state¬ 
ments  during  that  meeting,  that  those  amounts  were 
paid  from  his  personal  funds  on  his  own  volition  and 
for  his  own  purposes.  As  stated  above,  we  view  the 
funds  which  Mr.  [X]  received  from  the  bank  as  credit 
life  insurance  commissions  when  he  received  them 
However,  we  believe  that  they  lost  their  character  as 
such  once  they  came  into  his  possession  and  were 

deposited  in  his  demand  deposit  account  at  . .  Bank 

and  Trust  Company.  At  that  point,  in  our  view,  the 
funds  became  a  part  of  Mr.  [X's]  general  revenues. 
Support  for  that  view  can  be  found  in  the  treatment  of 
those  funds  by  Mr.  [X |  and  the  employees  who  re¬ 
ceived  payments  from  the  account  at  the  ***  Bank. 

For  example,  Mr.  [X]  has  admitted  that  the  amounts 
of  the  disbursements  were  not  linked  to  the  level  of 
credit  life  insurance  sales  by  the  receiving  officer,  that 


some  officers  who  did  sell  credit  life  did  not  receive 
payments  and  vice  versa.  Moreover,  counsel’s  report 
reveals  that  the  parties  involved  did  not  view  those  dis¬ 
bursements  as  credit  life  income,  but  simply  as  bo¬ 
nuses.  That  treatment  is  in  sharp  contrast  to  the  treat¬ 
ment  of  the  funds  by  the  board,  the  compensation 
committee  and  Mr.  [X],  all  of  whom  referred  to  the 
funds  consistently  as  the  “credit  life  income”  as  they 
were  being  transferred  to  Mr.  [X],  Therefore,  it  is  our 
opinion  that  it  is  Mr.  [X]  who  retained  the  credit  life  in¬ 
surance  income  as  such  and  that  the  reimbursement 
of  those  funds  must  come  from  him. 

The  existence  of  the  contract  between  Mr.  [X]  and 
the  bank  was  dealt  with  at  great  length  in  counsel’s  re¬ 
port.  That  contract  grants  Mr.  [X]  the  exclusive  right  to 
act  as  agent  for  the  bank’s  credit  life  insurance  sales 
in  return  for  the  use  of  bank  premises,  good  will,  etc. 
Bank  counsel  points  out  that  the  contract  predates  12 
CFR  2  and  argues  that  the  regulation  therefore  has  no 
effect  on  its  validity  or  enforceability.  We  believe  that 
counsel’s  lengthy  arguments  concerning  contracts 
which  are  void  ab  initio,  mutual  mistakes  of  law  and 
frustration  of  contractual  purpose  are  inapposite.  Once 
12  CFR  2  became  effective,  Mr.  [X],  as  a  bank  insider 
covered  by  the  regulation,  was  prohibited  from  receiv¬ 
ing  and  retaining  personal  benefit  from  the  sale  of 
credit  life  insurance  at  his  bank.  No  contract,  pre¬ 
existing  or  subsequently  made,  had  the  power  to  alter 
the  prohibition  in  the  regulation.  The  agency  contract 
is  irrelevant  to  any  consideration  of  whether  Mr.  [X] 
could  retain  credit  life  insurance  income  and  whether 
he  now  has  to  disgorge  any  benefits  he  received. 
Therefore,  it  is  our  conclusion  that  Mr.  [X]  must  reim¬ 
burse  the  bank  for  the  total  amount  of  commissions  re¬ 
ceived  by  him.  That  amount  is  set  out  as  item  1  of  the 
calculations  in  Appendix  A,  and  is  drawn  from  p.  46  of 
counsel’s  report. 

We  have  also  included  in  our  reimbursement  calcu¬ 
lations  the  commissions  earned  on  the  sale  of  fire  in¬ 
surance  to  bank  customers.  While  the  retention  of 
those  commissions  is  not  specifically  prohibited  by  12 
CFR  2,  it  is  clear  that  the  retention  of  that  income  by 
Mr.  [X]  poses  exactly  the  same  problems  and  unsafe 
and  unsound  practices  as  those  which  caused  the 
Comptroller  to  issue  the  credit  life  insurance  regula¬ 
tion.  We  believe  that  it  would  be  inconsistent  for  us  to 
require  Mr.  [X]  to  reimburse  the  bank  for  the  commis¬ 
sions  yielded  on  sales  of  credit  life  insurance  and  yet 
acquiesce  in  his  retention  of  commissions  earned  on 
other  types  of  insurance  which  he  was  able  to  sell  in 
connection  with  lending  transactions  at  First  National 
Bank  in  ***.  The  practice  of  an  insider  personally  ben¬ 
efiting  in  that  way  to  the  detriment  of  the  bank  and  its 
stockholders  is  unsafe  and  unsound,  and  the  appropri¬ 
ate  remedy  is  reimbursement.  The  amount  of  that  reim¬ 
bursement  is  taken  from  p  46  of  the  independent 
counsel’s  report  and  is  set  forth  as  item  2  of  Appendix 
A 

In  that  regard,  we  also  note  that  Mr  [X]  sold  his  fire 
and  accident'and  health  insurance  business  on  March 
21,  1979,  and  received  compensation  as  a  result  We 
believe  that  the  opportunity  to  sell  such  insurance  and 
receive  commissions  thereon  belonged  properly  to  the 
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bank,  not  to  Mr  [X]  and  that  Mr.  [X]  could  not  therefore 
sell  that  opportunity  and  reap  personal  financial  bene¬ 
fit  The  information  contained  in  the  report  of  the  inde¬ 
pendent  counsel  is  insufficient  for  us  to  determine  the 
exact  amount  of  benefit  derived  by  Mr.  [X]  from  that 
sale.  Therefore,  it  is  incumbent  upon  the  board  of  di¬ 
rectors  to  determine  that  amount  and  to  require  Mr.  [X] 
to  make  reimbursement  to  the  bank. 

The  next  items  which  we  feel  should  be  reimbursed 
by  Mr.  [X]  relate  to  [Y]  Insurance  Company.  Mr.  [X] 
has  realized  substantial  gains  from  his  relationship 
with  [Y  Co.]  which  are  traceable  to  income  produced 
by  and  through  the  First  National  Bank  in  ***.  We  have 
calculated  the  amount  of  reimbursement  to  include  the 
dividends  received  from  [Y  Co  ]  by  Mr.  [X]  and  his 
wife. $  the  capital  gains  realized  by  Mr.  [X]  from  his  two 
sales  of  [Y  Co.]  stock,  and  an  amount  equal  to  the 
capital  gains  Mrs.  [X]  would  have  realized  had  she 
sold  her  stock  at  the  same  price  for  which  Mr.  [X]  sold 
his  stock  in  the  most  recent  transaction.  The  actual 
amounts  are  taken  from  information  presented  in  the 
counsel’s  report  and  are  set  forth  in  item  4  of  Appen¬ 
dix  A. 

We  believe  that  reimbursement  of  the  profits  from 
***  is  necessary  to  obviate  the  conflict  of  interest  pre¬ 
sented  by  Mr.  [X's]  dual  role  as  a  principal  owner  of  [Y 
Co  ]  and  as  an  officer  of  the  bank.  Such  a  situation 
was  indicated  to  be  unsound  by  the  Office  of  the 
Comptroller  of  the  Currency  in  a  December  18,  1978, 
interpretive  letter  from  Ford  Barrett,  Assistant  Chief 
Counsel.  That  letter  was  made  public  and  can  be 
found  in  the  Federal  Banking  Law  Reporter  published 
by  Commerce  Clearing  House  at  Paragraph  85,151. 
Comptroller  of  the  Currency  John  G.  Heimann  also  crit¬ 
icized  such  arrangements  in  congressional  testimony 
before  the  Senate  Committee  on  Banking,  and  Urban 
Affairs. § 

Moreover,  we  believe  that  the  same  rationale  which 
underlies  12  CFR  2  is  applicable  to  that  reinsurance 
situation.  We  are  faced  with  a  situation  where  Mr.  [X], 
by  his  own  admission,  used  the  reinsurance  mecha¬ 
nism  to  receive  for  himself  a  greater  portion  of  the 
credit  life  income.  In  essence,  then,  a  bank  insider 
used  his  position  to  receive  income  generated  from 
bank  business  in  a  manner  which  did  not  share  the 
fruits  of  that  income  on  a  pro  rata  basis  with  all  the 
bank's  shareholders.  We  believe  that  is  an  unsafe  and 
unsound  practice  and  that  the  proper  action  to  correct 
the  conditions  resulting  from  that  unsafe  and  unsound 
practice  is  for  Mr.  [X]  and,  in  this  case,  his  wife  to  re¬ 
turn  to  the  bank  the  benefits  they  reaped  from  those 
practices. 

The  last  item  on  the  list  of  amounts  to  be  reimbursed 
related  to  the  janitorial  services  supplied  through  the 


$  Section  2  3(d)  of  the  regulation  clearly  provides  that  the  terms 
officer,  director,  “employee"  and  "principal  shareholder"  include 
the  spouse  and  minor  children  of  such  persons  Therefore,  Mrs  fX| 
is  subject  to  the  regulation  in  the  same  manner  as  her  husband 

§  Tie-Ins  of  the  Sale  of  Insurance  by  Banks  and  Bank  Holding 
Companies,  Hearing  before  the  Senate  Committee  on  Banking, 
Housing  arid  Urban  Affairs,  96th  Congress,  First  Session  2,  4  5 
(1979) 


***  Company.  We  do  not  oppose  the  conclusion  of  the 
report  of  the  independent  counsel,  appearing  on 
p.  156,  that  Mr.  [X]  obtained  a  net  profit  of  $5,208.88 
from  those  transactions.  That  amount  appears  in  item 
5  of  Appendix  A. 

One  additional  item  in  the  report  by  counsel  which 
requires  comment  is  the  continuing  operation  of  the 
***  Travel  Service  on  bank  premises.  While  we  do  not 
believe  it  is  fruitful  at  this  time  to  engage  in  lengthy  ar¬ 
guments  concerning  whether  compensation  should 
have  been  provided  to  the  bank  by  Mrs.  ***  for  the 
right  to  operate  the  travel  service, ||  we  do  believe  that 
its  continued  operation  on  bank  premises  is  improper 
and  must  cease. 

That  view  is  consistent  with  our  Banking  Circular 
108,  dated  June  1,  1978,  which  required  banks  to  di¬ 
vest  their  travel  agencies.  We  believe  that  proper 
divestiture  requires  as  clean  a  break  as  possible. 
While  a  divested  travel  agency  may  continue  to  oper¬ 
ate  on  bank  premises,  it  may  only  do  so  when  steps 
are  taken  to  ensure  that  customers  and  other  members 
of  the  public  are  aware  that  the  divested  travel  agency 
is  no  longer  a  part  of  the  bank.  There  should  be  no 
doubt  that  the  agency  is  a  distinct  enterprise,  and  the 
bank  should  partition  the  space  used  by  the  agency, 
provide  a  separate  entrance  and  charge  rent.  Since 
that  is  not  the  situation  in  the  instant  case,  we  believe 
that  the  operation  of  the  ***  Travel  Service  must  be 
completely  removed  from  the  bank. 

Finally,  we  have  reviewed  again  the  board's  pro¬ 
posals  for  retroactively  increasing  Mr.  [X’s]  salary.  It 
continues  to  be  our  opinion,  as  expressed  in  our  letters 
of  August  20,  1980,  and  September  15,  1980,  that  the 
salary  adjustments  for  Mr.  [X]  contemplated  by  you  are 
very  high,  and  considering  the  condition  of  your  bank 
and  its  operations,  they  are  excessive.  Nevertheless, 
we  will  not  object  to  those  amounts  provided  Mr.  [X] 
makes  full  reimbursement  to  the  bank.  Such  reim¬ 
bursement  will  include  the  $172,600  set  out  in  Appen¬ 
dix  A  and  the  consideration  Mr.  [X]  received  from  the 
sale  of  the  accident  and  health  and  fire  insurance 
business.  Once  the  new  retroactive  salaries  have  been 
established  and  submitted  to  this  office,  we  will  be 
amenable  to  allowing  Mr.  [X]  to  pay  to  the  bank  the  net 
difference  between  the  reimbursement  figure  and  the 
additional  retroactive  compensation. 

Please  communicate  to  us  within  15  days  the 
actions  you  intend  to  take  in  response  to  this  letter 

Dean  S.  Marriott 
Regional  Administrator 

*  *  * 


||  The  travel  agency  was  clearly  a  bank  asset  and  had  value 
Therefore,  It  would  have  been  incumbent  upon  the  board  of  direc¬ 
tors,  by  virtue  of  their  fiduciary  responsibilities,  to  obtain  a  fair  value 
for  that  asset 
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188— May  12,  1981 

This  is  in  response  to  your  letter  of  March  24,  1981, 
concerning  applications  for  the  establishment  of 
customer-bank  communications  terminals  (CBCT's)  by 
national  banks. 

Your  letter  sets  forth  the  fact  that  ***  National  Bank 
***,  ***,  has  established  a  network  of  CBCT’s  at  var¬ 
ious  sites  throughout  [State],  ***  generally  makes 
those  terminals  available  for  use  by  customers  of  other 
national  and  state-chartered  banks;  to  participate,  a 
bank  must  pay  an  initial  fee  based  upon  its  asset  size 
and  transaction  fees  for  each  time  its  customers  use 
the  CBCT.  Under  this  Office's  interpretation  of  the  ap¬ 
plicable  law,  national  banks  participating  in  the  use  of 
***’s  CBCT's  in  that  fashion  need  not  file  branch  appli¬ 
cations  under  12  CFR  5.31  (see  41  Federal  Register 
48333,  November  3,  1976): 

any  CBCT  which  is  not  established  by  a  national 
bank  (i.e.,  owned  or  rented  by  the  bank)  is  not  a 
branch  of  a  national  bank  and  not  subject  to  the 
provisions  of  12  USC  36. 

See  also,  Independent  Bankers  Ass'n  of  America  v. 
Smith,  534  F.2d  921  (D.C.  Cir.),  cert,  denied,  429  U.S. 
862  (1976)  ("/ BAA"). 

***  also  intends  to  make  available  to  banks  in 
[State]  a  "sponsorship”  arrangement.  Under  that  ar¬ 
rangement,  a  particular  bank  will  be  permitted  to  sta¬ 
tion  its  personnel  at  the  CBCT  during  the  CBCT’s  first 
90  days  and  to  have  its  name  listed  first  in  the  list  of 
participating  banks.  A  sponsoring  bank  will  pay  ***  an 
initial  installation  charge  and  a  monthly  rental  payment. 
***  will,  however,  continue  to  own  the  equipment.  A 
sponsoring  bank  will  also  receive  a  transaction  fee  for 
each  transaction  originated  by  customers  of  other 
banks  on  the  sponsored  CBCT. 

Your  letter  poses  two  questions  with  regard  to  that 
sponsoring  arrangement.  Your  first  question  is  whether 
or  not  the  sponsoring  bank,  if  it  is  a  national  bank,  has, 
for  purposes  of  12  USC  36,  "established”  a  branch.  I 
believe  that  the  answer  is  yes.  The  court  in  IBAA,  the 
leading  case  on  the  subject,  in  seeking  to  formulate  a 
distinction  between  facilities  which  are  and  are  not 
branches  of  national  banks,  held  that  a  facility  is  a 
branch  if  it  is  “established  (i.e.,  owned  or  rented)  by  a 
national  bank.  Under  that  formulation,  a  national  bank 
which  makes  regular  use  of  a  facility  but  has  no  prop¬ 
erty  interest  in  the  facility  has  not  established  a 
branch.  Thus,  banks  only  paying  a  transaction  fee  to 
use  a  facility  need  not  file  branch  applications;  use  of 
the  facility  is  analogous  to  use  of  a  mail  box  or  post  of¬ 
fice,  and  the  transaction  fee  is  analogous  to  the  distri¬ 
bution  by  a  bank  to  its  customers  of  postage-paid  en¬ 
velopes.  The  sponsorship  arrangement,  however,  is,  in 
my  opinion,  more  analogous  to  "establishment  of  a  fa¬ 
cility  than  to  use  of  a  facility  on  a  transaction  fee  basis 
Not  only  does  a  sponsoring  bank  pay  a  foe  that  has  all 
the  indicia  of  a  rental  fee  (and  one  that  is  so  labeled  in 
the  contract  you  submitted),  but  it  also  shares  in  the 
profits  generated  by  the  terminal  Moreover,  a  spon¬ 
soring  bank’s  personnel  will  be  temporarily  stationed 
at  the  CBCT.  A  sponsoring  bank  will  have  a  stake  in 


the  success  of  the  CBCT  it  sponsors,  and  its  name  will 
be  prominently  associated  with  the  CBCT  Under  those 
circumstances,  I  believe  that  a  sponsored  CBCT  will 
be  a  branfch  of  both  *■**  and  the  sponsoring  bank 

Your  second  question  is  whether,  assuming  that  a 
sponsorship  arrangement  will  result  in  "establishment' 
of  a  branch  by  both  ***  and  the  sponsoring  bank,  two 
branch  applications  must  be  filed  under  12  CFR  5.31. 
As  an  alternative,  you  have  suggested  that  ***  file  a 
single  application  accompanied  by  a  memorandum 
from  the  sponsoring  bank  appointing  ***  as  its  agent 
for  purposes  of  the  application.  I  believe  that  alterna¬ 
tive  is  acceptable  from  both  a  legal  and  policy  stand¬ 
point.  Under  12  USC  36(c),  a  national  bank  needs  this 
Office’s  "approval”  before  establishing  a  branch.  The 
procedures  set  out  in  12  CFR  5.31  are  not  required  by 
the  statute  but  merely  reflect  what  the  Office  considers 
an  orderly  and  efficient  manner  of  obtaining  approval. 

It  would  be  pointless  to  require  two  separate  applica¬ 
tions  in  a  case  such  as  the  one  posited  in  your  letter. 
Such  a  requirement  would  run  contrary  to  the  Office’s 
previously  expressed  intention  to  simplify  its  corporate 
applications  process  and  to  make  it  as  meaningful  as 
possible  (see  45  Federal  Register  68586,  October  15, 
1980).  In  addition,  I  note  that  in  a  news  release  dated 
November  3,  1976,  the  date  the  Comptroller  first  an¬ 
nounced  the  Office’s  current  policy  regarding  CBCT 
branches,  the  Comptroller  stated:  "When  two  or  more 
national  banks  share  or  propose  to  share  a  CBCT 
branch,  a  single  application  may  be  filed  by  one  na¬ 
tional  bank  as  agent  for  the  other."  I  have  enclosed  a 
copy  of  that  release  for  your  information. 

Your  letter  also  asks  what  procedures  must  be  fol¬ 
lowed  "when  a  national  bank  assumes  sponsorship  of 
an  existing  CBCT  branch  after  the  ***  application  has 
received  approval.”  Specifically,  you  ask  whether: 

later  filing  of  a  memorandum  of  appointment  of 

***  as  agent  by  the  sponsoring  national  bank  suf¬ 
fices,  or  must  the  sponsor  file  an  additional  CBCT 

branch  application7 

I  believe  that  the  latter  alternative  is  required  While 
it  is  true  that  the  application  process  may  be  simplified 
by  this  Office,  it  is  also  necessary  that,  before  approv¬ 
ing  any  activity  for  which  the  National  Bank  Act  re¬ 
quires  approval,  the  Office  must  be  given  the  opportu¬ 
nity  to  evaluate  the  application  from  both  a  supervisory 
and  a  legal  perspective.  Such  opportunity  must  take 
place  within  the  formal  application  process.  Therefore, 
in  a  situation  where  a  sponsorship  is  initiated  after 
has  obtained  approval  of  the  CBCT,  the  sponsoring 
bank,  or  ***  as  its  agent,  must  file  the  application  re¬ 
quired  by  12  CFR  5.31 

Peter  Liebesman 

Assistant  Director 

Legal  Advisory  Services  Division 
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189— May  11,  1981 

David  W.  Heleniak,  Esq. 

Shearman  &  Sterling 
153  East  53rd  St. 

New  York,  NY  10022 

Dear  Mr.  Heleniak: 

Thank  you  for  your  letter  of  March  13,  1981,  describ¬ 
ing  a  change  in  the  standby  letter  of  credit  issued  by 
Citibank,  N.A.,  in  connection  with  the  bank’s  sale  on 
March  18  of  Mortgage  Pass-Through  Certificates,  Se¬ 
ries  A,  in  an  initial  aggregate  principal  amount  of  $25 
million.  We  have  also  received  Mr.  Schmidt’s  letter  of 
December  2,  1980,  responding  to  ours  of  October  24, 
1980. 

A  review  of  the  Private  Placement  Offering  Memo¬ 
randum  proof  of  March  13,  1981,  and  letters  from 
counsel  indicate  that  the  Citibank  program  is  very  simi¬ 
lar  to  the  Bank  of  America  program  in  that  Citibank  has 
issued  its  own  standby  letter  of  credit  with  an  expiry 
date  of  December  31,  2010,  to: 

cover  delinquencies  in  monthly  payments  on  any 
underlying  Mortgage  Loan  in  the  Mortgage  Pool 
and,  in  the  event  of  imminent  foreclosure  or  other 
liquidation  of  a  Mortgage  Loan,  to  cover  the  pur¬ 
chase  of  such  loan  from  the  Mortgage 
Pool 

The  Citibank  transaction  is  also  similar  to  the  Bank  of 
America  program  in  that  if  the  amount  available  under 
the  letter  of  credit  is  temporarily  exhausted,  Citibank 
intends,  but  is  not  obligated,  to  honor  additional  drafts 
thereunder  to  meet  only  delinquencies  on  the  mort¬ 
gage  loans  in  an  amount  not  to  exceed  the  lesser  of  (i) 
2  percent  of  the  initial  aggregate  principal  balance  of 
the  mortgage  pool  or  (ii)  the  bank's  then-current  esti¬ 
mate  of  the  net  recoveries  which  will  be  realized  on  the 
disposition  of  the  properties  securing  loans  in  foreclo¬ 
sure  or  other  liquidation. 

In  OCC  Interpretive  Letters  132  and  145  ( Federal 
Banking  Law  Reporter,  Paragraphs  85,213  and  85, 
226,  Commerce  Clearing  House),  we  determined  that 
12  USC  82  applied  to  the  Bank  of  America  transaction. 
As  we  indicated  in  our  letter  to  Mr.  Schmidt  of  October 
24,  1980,  we  have  reached  the  same  conclusion  for 
the  Citibank  transaction.  The  only  question  remaining 
is  whether  the  formula  used  to  calculate  the  amount 
chargeable  to  Citibank's  12  USC  82  allowance  should 
be  the  same  as  used  for  Bank  of  America.  That  ques¬ 
tion  arises  because  there  are  some  differences  in  the 
maximum  amounts  against  which  the  trustees  can 
draw  under  the  banks’  respective  letters  of  credit. 

According  to  pp  14-15  of  the  Private  Placement  Of¬ 
fering  Memorandum  (proof  of  March  13,  1981)  and  Mr. 
Schmidt's  letter  of  December  2,  1980,  the  entire 
amount  of  the  Citibank  letter  of  credit  (/. e. ,  7  percent  of 
the  original  outstanding  principal  balance  of  the  mort¬ 
gage  loans)  will  be  available  to  honor  the  trustee’s 
drafts  for  the  first  5  years  During  the  second  5  years, 
the  amount  available  to  be  drawn  upon  will  be  gradu¬ 
ally  reduced  to  7  percent  of  the  aggregate  outstanding 


principal  balance  of  the  mortgage  loans.  The  amount 
available  to  cover  losses  will  be  reduced  annually 
thereafter  to  an  amount  equal  to  7  percent  of  the  ag¬ 
gregate  outstanding  principal  balance  of  the  mortgage 
loans  at  the  beginning  of  each  year.  In  the  Bank  of 
America  case,  the  maximum  amount  available  for 
drawing  under  Bank  of  America’s  letter  of  credit  does 
not  decline  with  the  decline  in  principal  balances. 

Interpretive  Letter  132  does  not  base  the  12  USC  82 
calculation  on  the  maximum  amount  drawable  under 
the  letter  of  credit.  Rather,  it  calculates  the  12  USC  82 
charge  on  the  aggregate  principal  balance  of  the 
mortgages  in  the  pool.  That  is,  as  the  aggregate  prin¬ 
cipal  declines,  the  amount  chargeable  to  the  bank’s  12 
USC  82  ceiling  also  declines.  Accordingly,  we  will 
adopt  the  same  formula  here  for  the  Citibank  transac¬ 
tion.  As  a  result,  the  amount  to  be  charged  against 
Citibank's  12  USC  82  ceiling  is  7  percent  of  the  aggre¬ 
gate  principal  balance  of  the  loans  in  the  pool  as  that 
balance  declines  over  time. 

Billy  C.  Wood 
Deputy  Comptroller  for 
Multinational  Banking 

*  *  * 


190— March  5,  1981 

This  is  in  response  to  your  application  of  February 
18,  1981,  and  your  meeting  with  members  of  our  staff 
on  February  27,  1981,  concerning  your  request  for  ap¬ 
proval  to  continue  certain  management  interlocks.  You 
request  that  the  five  directors  of  the  ***  Corporation  [C 
I]  who  are  also  directors  of  national  banks  be  granted 
an  extension  of  time  to  comply  with  the  Depository  In¬ 
stitutions  Management  Interlocks  Act  (Act),  12  USC 
3201-3207. 

As  stated  in  your  application,  the  interlocks  became 
prohibited  when  [C  I]  acquired  ***  Corporation  [C  II], 
a  savings  and  loan  holding  company  which  controls 
***  Savings  and  Loan  Association  [S  &  L], 

The  [C  I]  acquisition  of  [C  II]  began  on  August  2, 
1978,  and  on  that  date,  fC  I]  filed  an  application  with 
the  Federal  Home  Loan  Bank  Board  to  approve  the  ac¬ 
quisition  since  IS  &  L]  was  a  subsidiary  of  1C  II],  On 
December  4,  1978,  fC  I]  acquired  an  option  and  an  ir¬ 
revocable  proxy  with  respect  to  26.7  percent  of  the 
outstanding  [C  II]  shares.  The  acquisition  was  com¬ 
pleted  on  February  27,  1979.  fC  I]  has  a  board  that 
consists  of  16  directors,  nine  of  whom  are  also  man¬ 
agement  officials  of  other  depository  institutions.  At  the 
time  of  the  acquisition,  five  directors  had  interlocks 
with  national  banks.  In  a  letter  of  April  28,  1980,  the 
Comptroller  granted  those  five  directors — Messrs. 
*** — a  15-month  extension  pursuant  to  12  CFR 
26  6(b)(2).  You  now  request  that  the  Comptroller  grant 
these  directors  permission  to  continue  their  interlock¬ 
ing  service  under  the  provisions  of  12  CFR  26.4(b)(2), 
(3)  and  (5)  until  November  9,  1982,  or  such  date  as 
may  be  determined  appropriate. 

In  your  application,  you  state  that  50  percent  of  the 
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directors  of  [C  I]  may  have  to  terminate  their  director¬ 
ates  with  [C  I],  You  also  state  that  [C  I]  desires  to  act  in 
accordance  with  the  Act  and  its  implementing  regula¬ 
tion.  However,  certain  circumstances  have  placed  [C 
I]  in  a  position  where  it  can  comply  with  the  act  only 
under  apparently  great  hardship.  On  November  10, 
1978,  when  the  Act  became  law,  [C  I]  was  too  far  in¬ 
volved  in  the  acguisition  of  [C  II]  to  terminate  or  alter 
the  transaction  to  be  in  compliance  with  the  Act.  The 
Act  was  unexpectedly  enacted  on  that  date,  and  [C  I] 
had  virtually  no  warning.  As  a  result  of  the  fact  that  the 
acguisition  was  conceived  prior  to  the  date  the  Act 
was  enacted  and  was  completed  subseguent  to  the 
passage  of  the  Act,  [C  I]  is  in  a  position  that  is  difficult 
and  unique.  [C  I]  has  participated  in  good  faith  at¬ 
tempts  to  divest  itself  of  [S  &  L]  but  has  been  unable  to 
conclude  that  sale.  You  state  that  it  would  not  be  desir¬ 
able  to  sell  [S  &  L]  at  a  distress  price. 

Section  26.4(b)(2)  concerns  newly  chartered  organi¬ 
zations.  You  make  no  representations  which  realisti¬ 
cally  satisfy  that  exception  as  interpreted  by  the  finan¬ 
cial  regulatory  agencies.  Accordingly,  your  request  is 
denied.  Section  26.4(b)(3)  concerns  conditions  that 
endanger  the  safety  and  soundness  of  depository  or¬ 
ganizations.  Again,  no  representations  have  been 
made  to  meet  the  requirements  of  that  section,  and 
your  request  is  denied. 

Pursuant  to  12  CFR  26.4(b)(5),  an  extended  time 
period  to  terminate  interlocks  may  be  granted  where  a 
change  in  circumstances  “requires  the  termination  of 
service  at  the  depository  organization  of  50  percent  or 
more  of  the  organization’s  directors  .  .  .  The  acquisi¬ 
tion  of  [C  II]  was  the  change  in  circumstances  that  trig¬ 
gered  the  prohibitions  of  the  Act.  In  view  of  the'  unique¬ 
ness  of  the  situation,  the  virtual  impossibility  of 
compliance  with  the  Act  because  of  the  timing  of  the 
acquisition,  the  fact  that  [C  I]  intends  to  sell  [S  &  L] 
and  the  fact  a  number  of  key  directors  would  resign 
from  [C  I],  I  am  convinced  that  [C  I]  will  suffer  an  undue 
hardship  it  this  request  is  denied.  Accordingly,  an  ex¬ 
tension  pursuant  to  12  CFR  26.4(b)(5)  is  granted  and 
the  above-mentioned  directors  may  continue  their  in¬ 
terlocking  relationships  until  November  9,  1982,  if  [S  & 
L]  is  not  sold  or  otherwise  disposed  of  by  that  date. 
However,  if  on  that  date  [C  I]  has  not  divested  itself  of 
[S  &  L],  then  the  affected  directors  will  have  no  re¬ 
course  but  to  sever  their  interlocking  relationships. 

H.  Joe  Selby 

Senior  Deputy  Comptroller  for 
Operations 

*  *  * 

191— May  11,  1981 

Mr.  Paul  Belhorn 
Director  of  Corporate  Activities 
Fourth  National  Bank  Region 
One  Erieview  Plaza 
Cleveland,  Oh.  441 14 

Dear  Mr.  Belhorn: 

This  is  in  response  to  your  request  for  a  legal  opin¬ 
ion  regarding  the  deferred  compensation  plan  (Plan) 


for  directors  established  by  ***  National  Bank,  ***  I 
apologize  for  the  delay  in  our  response 

Plan  permits  a  director  of  the  bank  to  elect  to  defer 
all  or  a  specified  part  of  the  director's  fees.  The  elec¬ 
tion  must  be  in  writing  and  continues  from  year  to  year 
unless  the  director  terminates  it  by  written  notice  to  the 
secretary  of  the  bank.  The  election  of  a  director  is  au¬ 
tomatically  terminated  at  the  close  of  the  calendar  year 
in  which  such  director  attains  age  65.  The  bank  main¬ 
tains  a  separate  account  of  the  fees  deferred  by  each 
director  and  credits  those  accounts  with  interest  com¬ 
puted  quarterly  at  an  annual  rate  equal  to  the  annual 
rate  paid  by  the  bank  on  Individual  Retirement  Ac¬ 
count  (IRA)  certificates  of  deposit.  The  current  IRA  cer¬ 
tificate  of  deposit  rate  is  8  percent.  When  a  director  at¬ 
tains  age  65,  the  bank  distributes  the  balance  in  the 
account  to  the  director  in  substantially  equal  quarterly 
installments  over  a  10-year  period  or,  upon  the  direc¬ 
tor’s  death,  to  the  director’s  beneficiary  or  beneficia¬ 
ries. 

You  question  whether  the  directors'  deferred  fees 
should  be  considered  deposits  and,  if  so,  whether  the 
rate  of  interest  paid  thereon  should  be  considered 
preferential.  You  note  that  the  compensation  earned 
by  the  directors  is  booked  as  an  Other  Liability  Ac¬ 
count  and  that,  as  of  the  bank’s  February  25,  1980,  ex¬ 
amination,  the  existing  liability  totaled  $23,523  with 
four  directors  participating.  You  indicate  that  the  bank 
takes  the  position  that  the  deferred  compensation 
does  not  constitute  a  deposit  because  the  liability  is 
“unfunded  and  unsecured.”  After  carefully  reviewing 
the  applicable  regulations,  it  is  my  opinion  that  the 
bank  is  correct. 

Regulation  Q,  12  CFR  217,  defines  “deposit”  for  the 
purpose  of  regulating  the  payment  of  interest  on  de¬ 
posits.  The  deferred  fees  clearly  do  not  fall  within  the 
definitional  requirements  of  demand,  time  or  savings 
deposits  set  forth  at  12  CFR  21 7.1  (a)-(e).  Moreover, 
they  do  not  fall  within  any  of  the  categories  of  deposit 
substitutes  which  are  considered  deposits  under  12 
CFR  217.1(f).  Therefore,  the  deferred  fees  cannot  be 
considered  deposits  under  Regulation  0. 

Regulation  D,  12  CFR  204,  defines  the  term  “de¬ 
posit”  for  purposes  of  reserve  requirements.  This  defi¬ 
nition  specifically  excludes  “accounts  payable  ’  (12 
CFR  204.2(a)(2)(iv)).  In  my  opinion,  the  deferred  fees, 
which  are  booked  as  an  Other  Liability  Account,  create 
an  account  payable  by  the  bank  to  the  directors.  As  an 
“unfunded  and  unsecured”  liability,  Plan  does  not  gen¬ 
erate  any  funds  for  the  bank.  Thus,  no  deposit  relation¬ 
ship  is  established.  The  directors  merely  receive  a 
promise  of  future  payment  for  services  rendered  to¬ 
day.  Therefore,  I  find  that  the  deferred  fees  are  not  de¬ 
posits  within  the  meaning  of  Regulation  D 

The  interest  bearing  feature  of  Plan  does  not  change 
my  conclusion  that  the  deferred  fees  (or  accounts  pay¬ 
able)  are  not  deposits.  Certain  accounts  payable  per¬ 
mit  a  discount  of  the  total  bill  due  upon  prompt  pay¬ 
ment  The  payment  of  interest  on  the  deferred  fees 
under  the  bank’s  Plan  is  merely  a  corollary  of  the  dis¬ 
count  for  prompt  payment 

In  view  of  my  finding  that  the  deferred  fees  are  not 
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deposits,  it  follows  that  the  interest  feature  of  Plan 
does  not  violate  12  USC  376,  which  provides  that: 

No  member  bank  shall  pay  to  any  director,  officer, 
attorney  or  employee  a  greater  rate  of  interest  on 
the  deposits  of  such  director,  officer,  attorney  or 
employee  than  that  paid  to  other  depositors  on 
similar  deposits  with  such  member  bank,  [em¬ 
phasis  added] 

Please  note,  however,  that  the  interest  feature  must 
not  be  unreasonable,  or  such  payments  may  be  sub¬ 
ject  to  attack  as  waste,  spoilation  or  gift.  As  mentioned 
previously,  the  interest  rate  offered  by  Plan  is  tied  to 
the  prevailing  IRA  certificate  of  deposit  rate  (currently 
8  percent).  In  my  opinion,  that  rate  is  not  unreasona¬ 
ble. 

Peter  Liebesman 

Assistant  Director 

Legal  Advisory  Services  Division 

*  *  * 


192 — March  5,  1981 

***,  regional  director  for  trust  operations,  referred 
your  letter  of  December  23,  1980,  to  us  on  January  15, 
1981,  concerning  reverse  repurchase  agreements  to 
this  Office. 

In  your  letter  you  suggest  that  Trust  Banking  Circular 
14  be  modified  to  eliminate  the  requirement  of  a  writ¬ 
ten  agreement.  It  appears  to  us  that  if  a  written  agree¬ 
ment  were  eliminated  the  collateral  would  not  be  de¬ 
livered  to  the  purchaser  or  a  third  party  and  that 
margin  would  not  be  maintained. 

You  suggest  that  a  written  agreement  would  be  nec¬ 
essary  in  the  following  circumstances: 

(1)  Where  the  maturity  of  the  repurchase  agree¬ 
ment  exceeds  10  days; 

(2)  Where  the  amount  of  the  repurchase  agree¬ 
ment  exceeds  $5  million  or  2  percent  of  the 
capital  of  the  bank  purchasing  the  securities 
under  the  repurchase  agreement; 

(3)  Where  the  repurchase  agreement  is  in  excess 
of  2  percent  of  the  capital  of  the  bank  issuing 
the  repurchase  agreement; 

(4)  Where  the  repurchase  agreement  is  margined 
at  less  than  100  percent  at  the  date  of  issue. 

This  Office  remains  of  the  opinion  that  a  repurchase 
agreement  should  be  subject  to  a  written  contract 
which  provides  for  delivery  or  third  party  control  of  the 
securities  subject  to  repurchase  and  adequate  margin 
Such  a  written  agreement  may  involve  general  blanket 
agreements  with  several  dealers.  Unhindered  trades  in 
repurchase  agreements  could  then  be  conducted  un¬ 
der  the  terms  of  the  “blanket"  agreement. 

This  Office  issued  the  requirements  for  reverse  re¬ 
purchase  agreements  to  be  engaged  in  by  both  com¬ 
mercial  departments  (see  “Bank  Dealer  Activities," 


Section  204  of  the  Comptroller's  Handbook  for  Na¬ 
tional  Bank  Examiners)  and  trust  departments  of  na¬ 
tional  banks  after  careful  study  of  industry  practices 
between  sophisticated  investors.  Those  investors  do 
require  delivery  or  third  party  control  of  the  securities 
and  adequate  margin.  The  rate  of  return  on  repur¬ 
chase  agreements  is  established  based  upon  those 
conditions  being  met. 

Your  proposal  results  in  the  fiduciary  bank  purchas¬ 
ing  the  securities  under  a  repurchase  agreement  for  its 
fiduciary  customers  assuming  greater  liability.  The  risk 
is  limited  to  a  certain  degree  by  the  suggested  matu¬ 
rity  limitations  and  capital  limitations.  That  increase  in 
liability  to  the  corporate  fiduciary  is  not  acceptable  to 
this  Office  when  it  results  from  a  deviation  from  good 
business  practices.  Also,  a  corporate  fiduciary  engag¬ 
ing  in  a  repurchase  agreement  that  does  not  require 
adequate  margin  and  delivery  of  securities  may  be  in¬ 
vesting  fiduciary  funds  in  an  investment  that  does  not 
meet  the  prudent  man  standard. 

Generally,  the  prudent  man  standard  would  require 
a  trustee  to  loan  money  on  a  fully  secured  basis  or 
purchase  an  investment  representing  adequate  value. 
Those  factors  can  only  be  met  if  securities  are  de¬ 
livered  from  the  seller,  and  adequate  margin  is  pre¬ 
sent.  We  note  that  the  Department  of  Labor  recently  is¬ 
sued  a  class  exemption  covering  certain  short-term 
investments.  The  department's  requirements  for  em¬ 
ployee  benefit  accounts  entering  into  repurchase 
agreements  are  similar  to  the  requirements  of  Trust 
Banking  Circular  14.  The  department’s  most  recent  re¬ 
lease  on  repurchase  agreements  referred  to  agree¬ 
ments  involving  nondelivery  of  securities  as  “nominal’' 
repurchase  agreements.  We  share  that  view. 

It  is  the  policy  of  this  Office  to  uniformly  enforce 
Trust  Banking  Circular  14.  The  primary  means  of  such 
enforcement  is  the  examination  process.  Reliance  on 
the  examination  process  results  in  time  delays  in  that 
all  examinations  cannot  obviously  be  conducted  simul¬ 
taneously.  A  secondary  method  of  ensuring  uniform 
compliance  is  the  education  process  of  both  our  ex¬ 
aminers  and  bankers. 

Dean  E.  Miller 

Deputy  Comptroller 

for  Specialized  Examinations 

*  *  * 


193 — June  2,  1981 

This  is  in  response  to  your  letter  of  April  29,  1981,  in 
which  you  inquired  whether  it  would  be  permissible  for 
your  bank  to  install  safe  deposit  boxes  at  its  off- 
premises  facility. 

To  fully  respond  to  your  inquiry,  it  is  necessary  to 
describe  this  Office’s  position  concerning  a  national 
bank's  operation  of  a  “facility”  in  Illinois.  As  you  know, 
the  Illinois  Banking  Act  ( Illinois  Revised  Statutes , 
Chapter  16  V2,  Section  101,  et  seq.)  permits  banks  to 
establish  facilities  whose  functions  are  limited  to  re¬ 
ceiving  deposits,  cashing  and  issuing  checks,  drafts 


and  money  orders,  changing  money  and  receiving 
payments  on  existing  indebtedness  (Id.  at  Section 
105(15)(c)).  While  the  Illinois  Banking  Act  specifically 
provides  that  those  facilities  do  not  constitute  branch 
banking  offices,  such  facilities,  when  established  by 
national  banks,  constitute  branch  banks  for  the  pur¬ 
poses  of  all  applicable  federal  law  and  regulations 
(see  12  USC  36(f)). 

The  establishment  of  branches  by  national  banks  is 
made  subject  by  12  USC  36(c)  to  the  capital  and  loca¬ 
tion  restrictions  imposed  by  state  branch  banking  stat¬ 
utes  on  state  banks.  But,  in  our  view,  federal  law  does 
not  incorporate  and  apply  to  national  banks  the  many 
and  varied  restrictions  prescribed  by  state  law  on  the 
functional  activities  of  established  state  bank 
branches.  We  believe  that  a  contrary  interpretation 
would  clash  with  the  numerous  provisions  of  federal 
law  which  prescribe  a  system  of  federal  regulation  and 
examination  of  national  banks  which  is  not  dependent 
upon  or  subject  to  state  law.  Moreover,  the  Supreme 
Court  in  First  National  Bank  in  Plant  City  v.  Dickinson, 
396  U.S.  122  (1969),  while  holding  that  12  USC  36  in¬ 
corporates  by  reference  the  limitations  which  state  law 
places  on  branch  banking  of  state  banks,  specifically 
rejected  the  contention  that  state  law  definitions  of 
what  constitutes  "branch  banking”  must  control  the 
content  of  the  federal  definition  of  "branch”  in  Section 
36(f).  Though  relevant  "in  deciding  how,  where  and 
when  branch  banks  may  be  operated,"  state  law  does 
not  define  the  content  of  the  term  "branch”  for  pur¬ 
poses  of  federal  law  (Id.  at  133-134). 

Inasmuch  as  an  Illinois  "facility"  constitutes  a 
"branch”  within  the  meaning  of  federal  law  since  de¬ 
posits  are  received  there  (12  USC  36(f)),  it  is  our  opin¬ 
ion  that  an  authorized  "facility”  of  a  national  bank  lo¬ 
cated  in  Illinois  may  perform  a  general  banking 
business.  That  conclusion  is  based,  in  part,  upon  12 
USC  81,  which  provides  that  an  authorized  branch  of¬ 
fice  of  a  national  bank  may  perform  a  general  banking 
business.  The  states  may  not  impede  or  otherwise  pre¬ 
vent  national  banks  from  offering  a  full  range  of  bank¬ 
ing  functions  at  either  their  main  banking  offices  or 
their  branches. 

While  our  interpretation  of  the  statute  dictates  the 
above  conclusion,  I  must  note  that  this  interpretation  of 
the  law  may  not  be  shared  by  the  appropriate  state  au¬ 
thorities  in  Illinois.  It  is  possible,  therefore,  that  should 
your  bank  proceed  with  its  plans,  state  action  will 
result.  Although  we  feel  that  our  position  is  correct,  we 
hesitate  to  predict  the  outcome  of  any  litigation  on  the 
subject.  That  is  especially  true  in  light  of  Continental  Il¬ 
linois  National  Bank  &  Trust  Company  of  Chicago  v. 
Lignoul,  No.  76  C  2290  (D  C.  N.D.  III.  1976) 

In  that  case,  Continental  brought  an  action  for  a  de¬ 
claratory  judgment  that  it  may  conduct  a  trust  business 
in  its  duly  certified  branch  office.  Continental  argued, 
in  part,  that  once  a  state  permitted  branch  banking,  it 
could  not  prohibit  a  national  bank  from  conducting  a 
general  banking  business  at  the  branch  office.  The 
district  court  rejected  that  argument,  stating  that  the 
Comptroller  of  the  Currency  could  not  expand  upon 
the  limitations  stated  in  the  Illinois  branching  statute 
However,  since  the  court  also  determined  that  the 


transfer  of  Continental's  trust  department  to  the  facility 
did  not  constitute  the  establishment  of  a  branch,  judg¬ 
ment  was  entered  for  the  bank 
It  should  also  be  pointed  out  that  even  if  one  were  to 
assume  that  a  national  bank  is  bound  by  the  state  law 
restrictions  relating  to  the  functions  that  may  be  per¬ 
formed  by  branch  banks,  it  is  arguable  that  the  safe 
deposit  box  service  contemplated  by  the  bank  is  per¬ 
missible  under  the  Illinois  statute.  The  deposit  of 
money  or  property  in  a  safe  deposit  box  is  merely  a 
special  deposit  where  the  bank  becomes  a  bailee  for 
the  depositor  by  a  special  agreement  as  opposed  to  a 
general  deposit  where  the  bank  merely  becomes  the 
debtor  of  the  depositor.  Therefore,  the  activity  appears 
to  conform  with  the  restriction  of  the  state  statute. 

Peter  Liebesman 

Assistant  Director 

Legal  Advisory  Services  Division 

*  *  * 


194— May  29,  1981 

Ray  F.  Meyers,  Esq. 

Continental  Illinois  National  Bank 

&  Trust  Company 
231  South  LaSalle  St. 

Chicago,  II.  60393 

Dear  Mr.  Meyers: 

Your  letter  of  March  24,  1981,  to  Regional  Counsel 
John  P.  Sherry  has  been  forwarded  to  Washington  for 
response. 

The  bank  is  contemplating  an  additional  issuance  of 
mortgage-backed  pass-through  securities  identical  to 
that  approved  in  my  letters  to  you  of  November  28, 
1980,  and  February  12,  1981,  with  the  following  modifi¬ 
cations: 

(1)  The  offering  will  be  a  private  placement  rather 
than  a  registered  public  offering: 

(2)  The  pool  will  consist  in  whole  or  in  part  of  sec¬ 
ond  mortgages  rather  than  first  mortgage 
loans. 

Since  we  have  previously  expressed  no  objection  to 
private  placements  by  a  bank  of  mortgage-backed 
pass-through  securities,  that  procedure  is  available 

With  regard  to  the  second  point,  our  previous  rulings 
have  contemplated  pools  comprised  of  first  mortgage 
loans.  Moreover,  the  Federal  Reserve  Board's  ruling 
that  Bank  of  America's  use  of  its  own  standby  letter  of 
credit  in  lieu  of  outside  insurance  did  not  create  a  de¬ 
posit  liability  was  predicated  in  part  on  the  pool  con¬ 
taining  "high  quality”  mortgages  See  the  board's  letter 
of  October  3,  1979,  to  Richard  K  Moss  of  Bank  of 
America.  As  a  result,  the  use  of  second  mortgages  has 
apparently  not  heretofore  been  the  subject  of  express 
approval. 

Nevertheless,  we  do  not  believe  the  inclusion  of  sec 
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ond  mortgages  should  alter  any  of  the  legal  conclu¬ 
sions  found  in  prior  rulings.  Since  the  transaction  does 
not  create  any  additional  liability  for  the  bank,  we  will 
regard  it  as  a  sale  of  assets  not  subject  to  12  USC  82. 
We  are  aware  that,  in  the  case  of  a  pool  including  sec¬ 
ond  mortgages,  the  bank  may  have  to  expand  the  cir¬ 
cumstances  in  which  it  might  make  advances  to  the 
pool  so  as  to  cover  the  situation  where  an  advance,  to 
permit  payment  and  avoid  default  on  an  underlying 
first  mortgage,  is  necessary  to  protect  the  second 
mortgagee's  interest.  However,  the  bank  would  not  be 
obligated  to  make  any  advances,  and  any  advances,  if 
made,  would  be  covered  by  the  applicable  pool  insur¬ 
ance  or  other  insurance  policy. 

In  light  of  the  above,  we  have  no  objection  to  the 
proposal  from  a  legal  standpoint. 

Billy  C.  Wood 
Deputy  Comptroller 
Multinational  Banking 

*  *  * 


195— May  27,  1981 

This  is  in  response  to  your  letter  of  August  27,  1980, 
to  Mr.  Richard  V.  Fitzgerald,  Director,  Legal  Advisory 
Services  Division.  That  letter,  which  involves  the  appli¬ 
cability  of  12  USC  371c,  has  been  forwarded  to  me  for 
response. 

Specifically,  you  ask  whether  the  Section  371c  colla¬ 
teralization  requirement  is  applicable  where  a  national 
bank,  through  an  arm’s-length  transaction  with  a  third 
party,  purchases  bonds,  debentures  or  similar  obliga¬ 
tions  of  its  affiliate.  In  my  opinion,  the  requirement  is 
applicable. 

As  you  know,  Section  371c  imposes  the  collaterali¬ 
zation  requirement  on  "each  loan  or  extension  of  credit 
of  any  kind  or  character  to  an  affiliate"  [emphasis 
added].  In  my  opinion,  that  very  broad  language  indi¬ 
cates  a  congressional  intent  to  require  national  banks 
to  protect  themselves  through  collateralization  in  any 
transaction  which,  in  substance,  is  the  equivalent  of  a 
loan  or  extension  of  credit  to  an  affiliate. 

In  my  opinion,  the  following  characteristics  indicate 
that  a  national  bank's  purchase  from  a  third  party  of  an 
affiliate’s  bonds,  debentures  or  similar  obligations  is 
such  a  transaction.  First,  an  affiliate  issues  bonds,  de¬ 
bentures  or  similar  obligations  to  borrow  funds.  Sec¬ 
ond,  a  bank  purchasing  those  instruments  must  rely  on 
the  affiliate  for  the  return  of  the  funds  it  has  outlaid. 
Third,  the  bank’s  purchase  directly  aids  the  affiliate  by 
creating  a  market  for  the  affiliate’s  debt  instruments. 

As  the  above  discussion  indicates,  bank  purchases 
of  the  subject  affiliate  debt  instruments  involve  many  of 
the  same  characteristics  (and  consequently  many  of 
the  same  dangers)  as  bank  loan  or  extensions  of 
credit  to  affiliates  In  relevant  aspects,  they  are  equiva¬ 
lent  to  bank  purchases  of,  or  participations  in,  loans  or 
extensions  of  credit  to  affiliates  Therefore,  purchases 
of  the  subject  debt  instruments  are  within  the  Section 
371c  language  "loan  or  extension  of  credit  of  any  kind 


or  character.”  As  such,  they  must  be  collateralized  un¬ 
der  Section  371c. 

In  stating  the  above  conclusion,.  I  note  that  in  your 
letter  you  put  considerable  emphasis  on  the  fact  that 
the  transaction  in  question  is  an  arm's-length  transac¬ 
tion  between  a  national  bank  and  a  third  party.  In  my 
opinion,  the  fact  that  a  purchase  is  such  an  arm's- 
length  transaction  does  not  affect  the  applicability  of 
Section  371c.  I  note  in  that  regard  the  Interpretations 
of  the  Board  of  Governors  of  the  Federal  Reserve  Sys¬ 
tem,  Paragraph  4015  (1980).  There  the  board  applied 
Section  371c  to  purchases  in  the  open  market  of  an  af¬ 
filiate’s  negotiable  paper.  The  board  explained  the  in¬ 
terpretation  of  the  section  was  necessary  because: 

One  of  the  purposes  of  Section  [371c]  was  to  limit 
loans  or  extensions  of  credit  to  affiliates  of  mem¬ 
ber  banks,  and  this  purpose  could  be  easily  de¬ 
feated  by  a  purely  technical  interpretation  of  the 
statute.  Thus,  an  affiliate  could  arrange  for  credit 
from  a  third  party  with  a  side  agreement,  written  or 
oral,  that  the  member  bank  would  purchase  the 
affiliate’s  note.  Because  of  the  ease  with  which  the 
statute  could  be  evaded,  and  the  difficulty  of  dis¬ 
tinguishing  the  cases,  the  board  believes  it  advis¬ 
able  to  class  all  purchases  by  member  banks  of 
notes  of  their  affiliates  as  loans  or  extensions  of 
credit  to  affiliated  organizations. 

Although  the  above  speaks  to  purchases  of  an  affili¬ 
ate’s  negotiable  paper,  it  is  my  opinion  that  the  con¬ 
cerns  expressed  are  equally  valid  regarding  a  national 
bank’s  purchase  of  the  bonds,  debentures  or  similar 
obligations  of  an  affiliate.  Thus,  the  Section  371c  re¬ 
quirements  regarding  the  purchase  of  an  affiliate’s 
bonds  or  debentures  are  the  same  regardless  of 
whether  the  purchase  is  direct  from  the  affiliate  or  from 
a  third  party  and  at  arm's  length. 

Charles  F.  Byrd 

Assistant  Director 

Legal  Advisory  Services  Division 

*  *  * 


196— May  18,  1981 

This  is  in  reference  to  a  complaint  initiated  by  Mr. 
***  about  the  activities  of  ***.  Mr.  ***’s  correspond¬ 
ence  on  the  matter,  which  originally  had  been  sent  to 
our  regional  office  in  ***,  has  been  referred  to  me  for 
consideration. 

Mr.  ***,  who  represents  ***,  a  mail  sorting  com¬ 
pany,  alleged  that  ***  is  providing  mail  sorting  serv¬ 
ices  for  a  corporation  that  is  not  a  bank.  Based  on  his 
belief  that  ***  is  a  bank  service  corporation,  Mr.  *** 
has  requested  that  the  Comptroller  direct  ***  to 
"cease  providing  mail  sorting  services  to  any  organi¬ 
zation  which  is  not  a  bank  member  of  ***.” 

In  response  to  that  complaint,  a  copy  of  which  was 
sent  to  you  directly  by  Mr.  ***,  you  wrote  to  Mr.  ***  in 
our  ***  office  indicating  that  ***  is  not  a  bank  service 
corporation  Your  opinion  was  based  on  an  mterpreta- 


tion  issued  by  the  Federal  Reserve  Board,  12  CFR 
250.302.  It  is  also  your  opinion  that  the  mail  sorting  ac¬ 
tivities  would  be  wholly  proper  even  if  ***  were  a  na¬ 
tional  bank. 

It  is  my  understanding  that  ***  is  a  nonprofit,  non¬ 
stock  corporation  organized  under  the  laws  of  ***  to 
provide  credit  card  services  to  its  members.  Those 
services  include,  inter  alia,  processing  of  documents, 
maintenance  of  information,  authorization  of  transac¬ 
tions,  processing  credit  cards  and  the  performance  of 
billing,  collection,  statistical  and  accounting  services. 
The  members  of  ***  are  national  and  state  banks.  The 
original  members  paid  an  initiation  fee  based  on  unhy¬ 
pothecated  deposits.  That  fee  has  been  waived  for 
new  members  who,  prior  to  their  membership  jp  *** 
have  a  credit  card  service  mechanism  in  place.  The 
members  also  pay  a  cardholder  establishment  fee,  an 
account  maintenance  fee  and  a  transactional  fee. 
When  ***  was  first  established,  several  member  banks 
loaned  the  corporation  money.  Those  loans  have  been 
repaid  and  ***  is  not  currently  indebted  to  any  of  its 
members. 

Mr.  ***'s  letter  has  raised  two  issues:  (1)  Is  ***  sub¬ 
ject  to  the  Bank  Service  Corporation  Act  (Act)  and  (2) 
If  ***  is  not  subject  to  the  Act,  are  there  any  limitations 
on  its  activities? 

To  determine  whether  ***  is  subject  to  the  provi¬ 
sions  of  the  Act  involves  a  two-step  process.  First,  a 
determination  must  be  made  whether  ***  is  a  bank 
service  corporation  as  defined  in  the  Act.  If  it  is,  ***  is 
directly  subject  to  the  provisions  of  the  Act.  Second,  if 
***  is  not  a  bank  service  corporation,  it  may  still  be 
subject  to  certain  of  the  provisions  of  the  Act.  The  Act 
provides,  to  some  extent,  for  regulation  and  examina¬ 
tion  of  entities,  whether  they  are  bank  service  corpora¬ 
tions  or  not,  if  the  entity  provides  bank  services  for  any 
federally  examined  bank. 

The  Act  defines  a  bank  service  corporation  as: 

a  corporation  organized  to  perform  bank  services 
for  two  or  more  banks,  each  of  which  owns  part  of 
the  capital  stock  of  such  corporation,  and  at  least 
one  of  which  is  subject  to  examination  by  a  Fed¬ 
eral  supervisory  agency. 

(12  USC  1861(c)) 

As  that  statutory  provision  indicates,  there  must  be 
some  stock  ownership  by  two  or  more  banks  in  a  cor¬ 
poration  for  that  corporation  to  be  characterized  as  a 
bank  service  corporation  as  defined  in  the  Act.  That 
conclusion  is  supported  by  the  legislative  history  of  the 
Act  (see  S.  Rep.  No.  2105,  87th  Congress,  Second 
Session,  reprinted  in  (19621  U.S.  Code  Congressional 
and  Administrative  News  3879-3880). 

Membership  in  ***  does  not  appear  to  constitute  an 
interest  that  could  be  characterized  as  stock  owner¬ 
ship.  The  fees  that  members  pay  to  ***  are  service  or 
operational  in  nature  rather  than  investments  in  the 
corporation.  The  initiation  fee  appears  to  be  a  service 
fee  because  if  a  prospective  member  has  a  credit 
card  service  mechanism,  there  is  no  initiation  fee.  The 
fee  seems  to  reflect  the  costs  of  automating  a  new 
member's  credit  card  operation  Accordingly,  it  is  my 
opinion  that  the  fees  do  not  constitute  an  investment  in 


the  financial  basis  of  the  corporation.  Therefore.  *** 
would  not  be  a  bank  service  corporation  as  defined  in 
the  Act. 

Even  though  ***  is  not  a  bank  service  corporation,  it 
is  still  subject  to  examination  and  regulation  to  some 
extent  under  the  Act  The  statute  provides,  in  pertinent 
part: 

Whenever  any  bank  which  is  regularly  examined 
by  a  Federal  supervisory  agency  .  .  .  causes  to  be 
performed,  by  contract  or  otherwise,  any  bank 
services  for  itself,  whether  on  or  off  its  premises — 

(1)  such  performance  shall  be  subject  to  regula¬ 
tion  and  examination  by  such  agency  to  the  same 
extent  as  if  the  services  were  being  performed  by 
the  bank  itself  on  its  own  premises 
(12  USC  1865) 

My  interpretation  of  the  above  statute  is  that  any  en¬ 
tity  that  furnishes  bank  services  to  a  national  bank,  as 
defined  by  the  Act,  is  subject  to  examination  and  regu¬ 
lation  to  the  extent  of  the  performance  of  those  serv¬ 
ices.  That  opinion  has  support  in  the  legislative  history 
of  the  Act.  The  Senate  report  states: 

The  bill  would  provide  that  no  bank  subject  to  ex¬ 
amination  by  a  Federal  supervisory  agency  may 
cause  to  be  performed,  by  contract  or  otherwise, 
any  bank  services  for  itself,  whether  on  or  off  its 
premises,  unless  assurances  satisfactory  to  the 
appropriate  Federal  supervisory  agency  are  fur¬ 
nished  by  both  the  bank  and  the  organization  per¬ 
forming  the  services  that  the  performance  thereof 
will  be  subject  to  regulation  and  examination  .... 
[emphasis  added] 

(S.  Rep.  No.  2105,  87th  Congress,  Second  Ses¬ 
sion,  reprinted  in  [1962]  U.S.  Code  Cong.  &  Ad. 
News,  3883) 

Accordingly,  an  entity  which  performs  bank  services 
for  banks  is  subject  to  examination  and  regulation  by 
the  Comptroller  to  the  extent  that  it  performs  such 
services  for  a  national  bank.  While  12  USC  1865  was 
amended  in  1978  to  eliminate  the  furnishing  of  assur¬ 
ances  and  to  make  the  performance  of  such  services 
automatically  subject  to  examination  and  regulation, 
the  examination  rationale  remains  unchanged.  There¬ 
fore,  it  is  my  opinion  that  ***  is  not  a  bank  service  cor¬ 
poration  as  defined  in  the  Act.  Flowever,  it  is  subject  to 
the  provisions  of  the  Act,  pursuant  to  12  USC  1865,  to 
the  extent  it  performs  bank  services  for  banks. 

Although  ***  is  not  a  bank  service  corporation  and, 
except  during  the  performance  of  bank  services  for 
banks,  is  not  subject  to  the  provisions  of  the  Act,  a 
second  issue  arises  concerning  national  bank  partici¬ 
pation  in  ***.  The  issue  concerns  the  ability  of  national 
banks  to  become  members  of  ***  The  rationale  for 
national  bank  membership  in  ***  is  that  ***  provides 
services  for  the  member  banks  which  they  could  per¬ 
form  themselves.  If  ***  provides  services  beyond  what 
a  national  bank  can  perform,  the  rationale  for  national 
bank  membership  has  been  superseded 
Generally  speaking,  a  national  bank's  corporate 
powers  extend  only  to  those  activities  that  are  either 
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expressly  authorized  in  the  statutory  scheme  or  are  in¬ 
cidental  to  the  business  of  banking.  For  a  national 
bank  to  become  a  member  of  ***,  therefore,  that 
membership  must  be  an  activity  that  is  expressly  per¬ 
mitted  by  statute  or  is  considered  incidental  to  the 
business  of  banking 

The  ability  of  national  banks  to  issue  credit  cards 
has  been  recognized  by  this  Office  as  an  activity 
which  is  incidental  to  the  business  of  banking  by  Inter¬ 
pretive  Ruling  7.7378,  12  CFR  7.7378.  It  is  a  logical  in¬ 
terpretation  of  that  ruling  to  permit  national  banks  to 
participate  in  the  membership  of  organizations  that 
service  credit  cards.  Based  upon  my  understanding  of 
its  original  purpose,  ***  appears  to  be  such  an  organi¬ 
zation.  ***,  however,  has  now  moved  beyond  the  pro¬ 
vision  of  services  that  are  usually  associated  with 
credit  cards  to  providing  mail  sorting  services  for  an 
entity  that  is  not  a  bank  and  for  which  ***  is  providing 
no  related  credit  card  service. 

Mail  sorting,  when  not  performed  in  a  banking  re¬ 
lated  context,  is  not  an  activity  incidental  to  banking. 
You  stated  that  ***  could  perform  mail  sorting  even  if  it 
were  a  national  bank.  While  that  may  be  true  when 
mail  sorting  is  offered  in  conjunction  with  other  bank¬ 
ing  services  for  a  customer,  e.g.  billing,  a  national 
bank  cannot  offer  such  services  without  some  related 
banking  connection.  Since  ***  is  performing  a  service 
that  is  not  incidental  to  banking,  the  rationale  for  na¬ 
tional  bank  membership  in  ***  is  no  longer  intact.  Ac¬ 
cordingly,  either  ***  must  cease  to  offer  services 
which  its  member  national  banks  cannot  offer  or  mem¬ 
ber  national  banks  must  terminate  their  relationship 
with  ***. 

Please  notify  me  as  to  the  action  ***  will  be  taking  to 
remedy  this  situation. 

Peter  Liebesman 

Assistant  Director 

Legal  Advisory  Services  Division 

*  *  * 


197 — December  4,  1980 

Upon  careful  consideration  of  your  request,  I  have 
the  following  response  for  you  regarding  the  interplay 
between  the  federal  banking  statutes  and  Section 
408(b)  of  the  Employee  Retirement  Income  Security 
Act  (ERISA),  29  USC  1108(b). 

In  my  decisions,  I  assume  that  the  quoted  section  of 
the  plan  regarding  loans,  and  the  administrative  policy 
implementing  the  loan  provisions  meet  the  require¬ 
ments  of  29  USC  1108(b).  I  assume  that  a  loan  up  to 
90  percent  of  a  participant’s  vested  interest  in  the 
plan,  regardless  of  the  discrepancy  in  vested  amount, 
meets  the  ERISA  requirement  that  all  plan  loans: 

are  not  made  available  to  highly  compensated 
employees,  officers  or  shareholders  in  an  amount 
greater  than  the  amount  made  available  to  other 
employees 

(29  USC  1 108(b)(1)(B)) 


I  further  assume  that  a  yearly  loan  rate  of  interest  of 
1  percent  over  the  prime  rate  does  "bear  a  reasonable 
rate  of  interest”  (29  USC  1 108(b)(1)(D)).  I  also  assume 
that  a  loan  upon  the  security  of  a  member's  vested  in¬ 
terest  in  the  fund  is  "adequately  secured"  as  required 
by  29  USC  1108(b)(1)(E).  I  further  assume  that  the 
plan  involves  the  bank’s  own  employees  and  that  the 
bank  is  the  fiduciary  or  co-fiduciary  under  the  plan. 

Based  upon  those  assumptions,  I  believe  that  a  loan 
to  a  plan  participant  may  be  made  without  triggering 
Regulation  0,  12  CFR  215  (1980).  The  loan  must  be 
authorized  by  the  plan,  cannot  exceed  the  vested  in¬ 
terest  of  the  plan  and  cannot  exceed  the  vested  inter¬ 
est  of  the  borrower.  Furthermore,  the  Comptroller’s 
staff  will  not  criticize  a  loan  to  a  plan  participant  as  vio¬ 
lative  of  12  USC  92a(h)  if  the  loan  does  not  exceed  the 
vested  interest  of  the  borrower  in  the  plan  assets. 

In  turning  to  the  issue  of  the  applicability  of  12  CFR 
9.12  (1980),  to  the  plan  loans,  I  believe  that  the  Comp¬ 
troller’s  staff  will  not  criticize  those  vested  interest 
loans  as  violative  of  Section  9.12.  ERISA,  and  the  plan 
instrument,  specifically  permit  a  plan  to  lend  money  to 
its  participants.  Consequently,  the  loan  would  appear 
to  be  "lawfully  authorized  by  the  instrument”  (12  CFR 
9.12(b)(1)).  I  also  assume  that  if  the  “transaction  is  fair 
to  [the]  account,"  it  "is  not  prohibited  by  local  law"  (12 
CFR  9.12(f)). 

I  do  not  believe  that  any  federal  banking  law  or  reg¬ 
ulation  issued  under  such  law  is  superseded  by 
ERISA.  ERISA  itself  provides  that: 

[njothing  in  this  Title  [ERISA]  shall  be  construed  to 
alter,  amend,  modify,  invalidate,  impair  or  super¬ 
sede  any  law  of  the  United  States  (except  as  pro¬ 
vided  in  Sections  111  (29  USC  1031)  and  547(b) 
(29  USC  1137(b))  or  any  rule  or  regulation  issued 
under  any  such  law. 

(29  USC  1144(d)) 

As  a  result,  any  loan  from  the  plan  to  a  participant 
which  exceeds  the  borrower’s  vested  interest  in  the 
plan  will  be  subject  to  12  USC  92a(h)  and  Regulation  0 
(12  CFR  215)  if  the  borrower  is  an  affected  person  un¬ 
der  Regulation  0.  Furthermore,  12  CFR  9  is  not  super¬ 
seded. 

Please  note  with  caution  my  assumption  regarding 
the  application  of  12  CFR  9.12(f)  and  its  phrase  "not 
prohibited  by  local  law.”  ERISA  provides  a  general 
pre-emption  of  state  laws,  but: 

(A)  [e]xcept  as  provided  in  subparagraph  (B) 
nothing  in  this  Title  shall  be  construed  to  exempt 
or  relieve  any  person  from  any  law  of  any  State 
which  regulates  insurance,  banking  or  securities. 

(B)  Neither  an  employee  benefit  plan  described  in 
section  1003(a)  of  this  title,  which  is  not  exempt 
under  section  1003(b)  of  this  title  (other  than  a 
plan  established  primarily  for  the  purpose  of  pro¬ 
viding  death  benefits),  nor  any  trust  established 
under  such  a  plan,  shall  be  deemed  to  be  an  in¬ 
surance  company  or  other  insurer,  bank,  trust 
company  or  investment  company  or  to  be  en¬ 
gaged  in  the  business  of  insurance  or  banking  for 
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purposes  of  any  law  of  any  state  purporting  to 
regulate  insurance  companies,  insurance  con¬ 
tracts,  banks,  trust  companies  or  investment  com¬ 
panies. 

(12  USC  1144(b)(2)) 

The  pre-emption  of  state  law,  as  well  as  the  exclu¬ 
sion  from  the  pre-emption  provision  in  29  USC 
1144(b)(2)(B),  is  explained  in  the  Joint  Explanatory 
Statement  of  the  Committee  of  Conference: 

Pre-emption  of  State  Laws  (Section  514  of  the  bill) 

Under  the  substitute,  the  provisions  of  title  I  are  to 
supersede  all  state  laws  that  relate  to  any  em¬ 
ployee  benefit  plan  that  is  established  by  an  em¬ 
ployer  engaged  in  or  affecting  interstate  com¬ 
merce  or  by  an  employee  organization  that 
represents  employees  engaged  in  or  affecting  in¬ 
terstate  commerce.  (However,  following  title  I, 
generally,  pre-emption  will  not  apply  to  govern¬ 
ment  plans,  church  plans  not  electing  under  the 
vesting,  etc.,  provisions,  workmen's  compensation 
plans,  non-U. S.  plans  primarily  for  nonresident 
aliens,  and  so-called  “excess  benefit  plans.” 

***** 

The  pre-emption  provisions  of  title  I  are  not  to  ex¬ 
empt  any  person  from  any  State  law  that  regulates 
insurance,  banking  or  securities.  However,  the 
substitute  generally  provides  that  an  employee 
benefit  plan  is  not  to  be  considered  as  an  insur¬ 
ance  company  (and  is  not  to  be  considered  as 
engaged  in  the  business  of  insurance  or  banking) 
for  purposes  of  any  State  law  that  regulates  insur¬ 
ance  companies,  insurance  contracts,  banks, 
trust  companies  or  investment  companies.  This 
rule  does  not  apply  to  a  plan  which  is  established 
primarily  to  provide  death  benefits;  such  plans,  of 
course,  may  be  regulated  under  the  state  insur¬ 
ance,  etc.,  laws. 

(H  R.  Conf.  Rep  No.  1280,  93rd  Congress,  re¬ 
printed  in  (1974)  U.S.  Code  Congressional  and 
Administrative  News ,  5038,  5162). 

In  my  view,  the  Texas  Trust  Act  is  a  state  law  that 
regulates  the  powers,  duties  and  responsibilities  of 
trustees.  The  Act  ( Vernon's  Annotated  Civil  Statutes, 
article  7425b-1  et  seq.)  does  not  regulate  banking,  but 
regulates  the  action  of  the  bank  as  trustee  in  adminis¬ 
tering  a  trust.  The  Act  is  not  limited  to  banks,  but  ap¬ 
plies  to  trustees.  The  Act  does  not  regulate  banking, 
but  rather  regulates  the  modalities  of  a  trustee,  which 
may  be  a  bank  (see,  e.g.,  Vernon’s  Annotated  Civil 
Statutes,  article  7425b-10,  regarding  loan  of  trust 
funds  by  corporate  trustee  to  certain  insiders,  includ¬ 
ing  employees.)  My  views  on  the  Act,  however,  are  not 
definitive.  You  may  wish  to  contact  the  Administrator  of 
Pension  and  Welfare  Benefit  Programs  of  the  Depart¬ 
ment  of  Labor  for  a  definitive  ruling. 

Dean  E.  Miller 
Deputy  Comptroller  for 
Specialized  Examinations 

*  *  * 


198— May  12,  1981 


This  is  in  response  to  your  letter  dated  April  8.  1981 , 
concerning  the  commingling  of  depository  assets  In 
your  letter,  you  state  that  ***  are  all  affiliates  of  *** 
You  have  requested  from  this  Office  a  ruling  on  the 
propriety  of  commingling  assets  of  the  trust  depart¬ 
ments  of  those  three  affiliates  into  one  account  at  a  de¬ 
pository.  You  state  that  currently  the  assets  of  those 
three  trust  departments  are  maintained  in  segregated 
accounts  at  ***  Trust  Company.  You  propose  moving 
all  eligible  securities  from  the  segregated  accounts  at 
***  Trust  Company  to  one  account  established  at  *** 
Trust  Company. 

This  Office  cannot  approve  the  commingling  of  trust 
assets  from  separate  trust  departments  into  one  de¬ 
pository  account,  even  assuming  that  all  institutions  in¬ 
volved  were  under  our  supervisory  jurisdiction,  which 
those  are  not.  The  fiduciary  duty  against  commingling 
of  trust  assets  is  firmly  established  in  common  law  (re¬ 
fer  to  Scott  on  Trusts,  Section  179).  The  principle  es¬ 
tablished  in  common  law  is  given  current  force  through 
provisions  contained  in  the  Comptroller's  Handbook 
for  National  Trust  Examiners.  Also,  12  CFR  Section 
9.13,  “Custody  of  Investments,”  gives  regulatory  force 
to  the  common  law  principle  that  investments  of  trust 
accounts  should  be  kept  separate  from  the  assets  of 
the  bank.  That  principle  is  further  applied  to  the  de¬ 
posit  of  trust  assets  at  remote  locations  by  Precedents 
and  Opinions  9.2608  and  9.2620  cited  at  page  B-8  in 
the  handbook.  The  duty  against  commingling  of  trust 
assets  is  one  which  runs  to  the  individual  trustee,  in 
this  case  the  individual  bank  appointed  as  trustee.  It 
is,  therefore,  a  breach  of  the  trustee’s  duty  to  commin¬ 
gle  assets  with  those  of  the  commercial  bank.  A  for¬ 
tiori,  it  is  just  as  much  of  a  breach  to  commingle  assets 
with  those  of  separate  trustees.  It  is  primarily  for  that 
reason  that  your  request  cannot  be  granted;  however, 
let  me  continue  by  addressing  the  justification  for  your 
proposal. 

In  the  second  paragraph  of  your  letter,  you  state  two 
reasons  why  you  consider  a  consolidated  account  at 
***  Trust  Company  to  be  more  advantageous  than 
segregated  accounts  at  ***  Trust  Company.  Those 
reasons  are  stated  to  be  a  monetary  savings  and  an 
asserted  improved  level  of  service  from  ***  Trust 
Company  as  opposed  to  that  obtained  through  *** 
Trust  Company.  First,  it  appears  that  any  monetary 
savings  achieved  through  such  a  change  in  systems 
would  be  offset  by  the  additional  staff  that  you  recog¬ 
nize  will  have  to  be  hired  to  control  such  a  consoli¬ 
dated  system.  Further,  it  is  not  a  foregone  conclusion 
that  consolidation  of  accounts  into  one  depository  nec¬ 
essarily  translates  into  improved  service.  If  your  pri¬ 
mary  concern  is  the  level  of  service  currently  obtained 
from  ***  Trust  Company,  the  appropriate  solution 
might  be  to  maintain  segregated  accounts  at  another 
institution 


151 


For  the  reasons  stated  above,  this  Office  cannot  ap¬ 
prove  your  request  I  trust  this  explanation  has  been 
fully  responsive  to  your  inquiry.  If  you  have  further 


questions  in  this  area,  please  feel  free  to  contact  us 
again. 

Donald  R.  Johnson 
Director  for  Trust  Examinations 


*  *  * 
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Table  A-1 


United  States 

Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware  . 

District  of  Columbia 
Florida  . 


Georgia  . 

Hawaii 

Idaho 

Illinois  -  . 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 


Maryland  . 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri  ,  ,  . 

Montana 

Nebraska 

Nevada  . 

New  Hampshire 


New  Jersey 
New  Mexico 
New  York 
North  Carolina 
North  Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode  Island 


South  Carolina 
South  Dakota 
Tennessee 

Texas  . 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia 

Wisconsin 

Wyoming 


In 

operation 
Dec.  31, 
1980 

Organized 
and  opened 
for  business 

Consolidated  and  merger 
under  12  USC  215 

1 

Liqui¬ 

dated 

12  USC  214 

Consoli¬ 

dated 

Merged 

Insol¬ 

vencies 

Converted  to 
state  banks 

Merged  or 
consolidated 
with  state 
banks 

In 

operation 
June  30. 
1981 

4,425 

67 

1 

13 

0 

4 

9 

12 

4,452 

99 

1 

0 

0 

0 

0 

1 

0 

99 

5 

0 

0 

0 

0 

0 

0 

0 

5 

3 

0 

0 

0 

0 

0 

0 

0 

3 

68 

2 

0 

0 

0 

0 

0 

0 

70 

48 

5 

0 

0 

0 

0 

0 

2 

51 

142 

4 

0 

0 

0 

0 

0 

0 

146 

19 

0 

0 

0 

0 

0 

0 

0 

19 

6 

0 

0 

0 

0 

0 

0 

0 

6 

16 

204 

0 

1 

0 

0 

0 

3 

0 

0 

0 

0 

0 

2 

0 

4 

16 

196 

63 

0 

0 

0 

0 

0 

0 

0 

63 

2 

0 

0 

0 

0 

0 

0 

0 

2 

7 

0 

0 

0 

0 

0 

0 

0 

7 

407 

0 

0 

0 

0 

0 

1 

0 

406 

1 19 

0 

0 

0 

0 

0 

0 

0 

119 

99 

0 

0 

0 

0 

0 

0 

0 

99 

148 

0 

0 

0 

0 

0 

0 

0 

148 

78 

0 

0 

0 

0 

0 

1 

0 

77 

53 

1 

0 

0 

0 

0 

0 

0 

54 

14 

0 

0 

0 

0 

0 

0 

0 

14 

31 

0 

0 

1 

0 

0 

0 

2 

28 

70 

0 

0 

0 

0 

0 

0 

0 

70 

126 

3 

0 

0 

0 

0 

2 

1 

126 

204 

0 

0 

0 

0 

1 

0 

0 

203 

37 

1 

0 

1 

0 

0 

0 

0 

37 

99 

10 

0 

0 

0 

0 

0 

0 

109 

55 

0 

0 

0 

0 

0 

0 

0 

55 

1 1  7 

0 

0 

0 

0 

0 

0 

0 

117 

3 

0 

0 

0 

0 

0 

0 

0 

3 

36 

0 

0 

0 

0 

0 

0 

1 

35 

90 

1 

0 

2 

0 

0 

0 

1 

88 

40 

0 

0 

0 

0 

0 

0 

0 

40 

113 

2 

0 

1 

0 

1 

0 

0 

113 

24 

0 

0 

0 

0 

0 

0 

0 

24 

39 

0 

0 

0 

0 

0 

0 

0 

39 

170 

1 

0 

1 

0 

0 

0 

1 

169 

184 

0 

0 

0 

0 

0 

1 

0 

183 

6 

0 

0 

0 

0 

0 

0 

0 

6 

210 

0 

0 

0 

0 

1 

0 

0 

209 

5 

0 

0 

0 

0 

0 

0 

0 

5 

19 

0 

0 

1 

0 

0 

0 

0 

18 

33 

1 

0 

0 

0 

0 

0 

0 

34 

68 

0 

0 

0 

0 

0 

0 

0 

68 

642 

31 

0 

1 

0 

0 

1 

0 

671 

12 

0 

0 

2 

0 

0 

0 

0 

10 

12 

0 

0 

0 

0 

1 

0 

0 

1 1 

72 

0 

0 

1 

0 

0 

0 

0 

71 

20 

0 

1 

0 

0 

0 

0 

0 

19 

109 

2 

0 

0 

0 

0 

0 

0 

1 1 1 

132 

0 

0 

0 

0 

0 

0 

0 

132 

47 

1 

0 

0 

0 

0 

0 

0 

48 

NOTE:  Does  not  include  one  nonnational  bank  in  the  District  of  Columbia  supervised  by  the  Comptroller  of  the  Currency 
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Table  A-2 


Applications  for  national  bank  charters *  and  charters  issued,  by  states,  January  1  to  June  30,  1981 


Received 

Approved 

Re/ected 

Withdrawn 

Chartered 

Total 

125 

74 

3 

4 

50 

Alabama 

1 

1 

0 

o 

o 

Alaska 

0 

0 

0 

0 

o 

Arizona 

0 

1 

0 

0 

o 

Arkansas 

0 

0 

0 

0 

o 

California 

40 

17 

0 

0 

5 

Colorado 

16 

9 

0 

1 

3 

Connecticut 

0 

0 

0 

0 

o 

Delaware 

1 

0 

0 

0 

o 

District  of  Columbia 

0 

0 

0 

0 

0 

Florida 

3 

2 

0 

0 

0 

Georgia 

0 

1 

0 

0 

0 

Hawaii  . 

0 

0 

0 

0 

0 

Idaho 

0 

0 

0 

0 

0 

Illinois . 

0 

1 

0 

1 

0 

Indiana 

0 

0 

0 

0 

0 

Iowa 

0 

0 

0 

0 

0 

Kansas  . 

1 

0 

0 

0 

0 

Kentucky 

0 

0 

0 

0 

0 

Louisiana 

3 

0 

0 

0 

1 

Maine . 

0 

0 

0 

0 

0 

Maryland 

0 

0 

0 

0 

0 

Massachusetts . 

0 

0 

0 

0 

0 

Michigan  ,  .  . 

2 

2 

0 

0 

1 

Minnesota 

1 

0 

0 

0 

0 

Mississippi  . 

0 

1 

0 

0 

0 

Missouri  .  .  .  . 

2 

2 

0 

0 

0 

Montana . 

0 

0 

0 

0 

0 

Nebraska 

0 

0 

0 

0 

0 

Nevada  . 

0 

0 

0 

0 

0 

New  Hampshire 

0 

0 

0 

0 

0 

New  Jersey  . 

2 

2 

0 

0 

1 

New  Mexico 

0 

0 

0 

0 

0 

New  York 

1 

1 

0 

0 

1 

North  Carolina 

0 

0 

0 

0 

0 

North  Dakota . 

1 

0 

0 

0 

0 

Ohio . 

1 

2 

0 

0 

0 

Oklahoma 

5 

3 

0 

0 

1 

Oregon 

1 

0 

0 

0 

0 

Pennsylvania  . 

0 

0 

0 

0 

0 

Rhode  Island 

0 

0 

0 

0 

0 

South  Carolina 

0 

0 

0 

0 

0 

South  Dakota 

0 

0 

0 

0 

1 

Tennessee 

0 

0 

0 

1 

0 

Texas  . 

40 

23 

3 

1 

33 

Utah 

1 

0 

0 

0 

0 

Vermont 

0 

0 

0 

0 

0 

Virginia . 

0 

0 

0 

0 

0 

Washington  , 

1 

2 

0 

0 

0 

West  Virginia 

0 

0 

0 

0 

2 

Wisconsin 

0 

0 

0 

0 

0 

Wyoming 

2 

4 

0 

0 

1 

Puerto  Rico  . 

0 

0 

0 

0 

0 

*  Excludes  conversions  and  corporate  reorganizations 
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Table  A-3 


Newly  organized  national  banks,  by  states,  January  1  to  June  30,  1981 


Chartei 

numbe 

Tide  and  location  of  bank 

Total  capital 
accounts 

Total.  United  States:  50  banks 

ARKANSAS 

$345,946,930 

16941 

National  Bank  of  Arkansas  in  North  Little  Rock,  North  Little  Rock 

CALIFORNIA 

1,350,000 

16998 

Founders  National  Bank,  Brea 

3,000,000 

3,281,580 

6,000,000 

4  000,000 
2,825,350 

16959 

The  National  Bank  of  Carmel,  Carmel-by-the-Sea 

16979 

Continental  National  Bank,  Fresno 

17014 

Pioneer  National  Bank,  Fullerton 

17021 

Mission  Viejo  National  Bank,  Mission  Viejo 

COLORADO 

17017 

United  Bank  of  Arapahoe  National  Association  Englewood 

2  000  000 

17000 

Evergreen  National  Bank,  Evergreen 

1  000  000 

16942 

First  Bank  of  Governor's  Ranch,  National  Association,  unincorporated  area  of  Jefferson  County 

1  500  000 

1  7037 

FirstBank  of  Villa  Italia,  National  Association,  Lakewood 

FLORIDA 

1,500,000 

16985 

Community  National  Bank,  unincorporated  area  of  Brevard  County 

LOUISIANA 

1,500,000 

16978 

St.  Tammany  National  Bank,  Mandeville 

MICHIGAN 

2,000,000 

16970 

Michigan  National  Bank — Grosse  Pointe,  Grosse  Pointe  Woods 

NEW  JERSEY 

1,500,000 

17041 

The  Bank  of  New  Jersey,  National  Association,  Moorestown 

NEW  YORK 

1,000,000 

16960 

Bankers  Trust  Company  of  Albany,  National  Association,  Albany 

SOUTH  DAKOTA 

240,000 

16971 

Citibank  (South  Dakota),  N  A  ,  Sioux  Falls 

TEXAS 

250,000,000 

16968 

Bent  Tree  National  Bank,  Addison 

3  000  000 

16969 

Commerce  Parkway  Bank,  National  Association  Addison 

3  000  000 

17019 

Northway  National  Bank,  Addison  .  , 

3.000.000 

1,500,000 

2,000,000 

2  000  000 

16972 

Allen  National  Bank,  Allen 

16961 

Security  National  Bank,  Amarillo  . 

16956 

Southwest  National  Bank,  Austin 

16953 

Commerce  National  Bank,  College  Station 

1.500.000 

17001 

First  National  Bank  of  Burleson,  Burleson  , 

1  500  000 

16962 

First  National  Bank  of  Cedar  Park,  Cedar  Park 

1,150,000 

16958 

Southern  National  Bank  of  Corpus  Christi,  Corpus  Christi 

2,250,000 

16977 

First  National  Bank  of  Dayton  Dayton 

1.500.000 

16997 

American  Bank  of  Commerce,  National  Association  Del  Rio 

2,000,000 

17011 

Plaza  National  Bank,  Del  Rio 

2,000,000 

17013 

State  National  Bank  West  of  El  Paso,  El  Paso 

1  500,000 

17031 

Metropolitan  National  Bank,  Farmers  Branch . 

3.000.000 

16999 

Alta  Mesa  National  Bank,  Fort  Worth 

2.000.000 

17020 

Citizens  National  Bank— West,  unincorporated  area  of  Harris  County . 

2,000.000 

17012 

Texas  Commerce  Bank— Cyfair,  National  Association,  unincorporated  area  of  Harris  County 

1.700,000 

16967 

Westhollow  National  Bank,  unincorporated  area  of  Harris  County  . 

2,000,000 

17002 

Community  National  Bank.  Hondo  .  . 

1,600.000 

16966 

Bank  of  San  Felipe  Green,  National  Association,  Houston  .  .  .  . 

2.500.000 

16975 

Northfield  National  Bank,  Houston  . 

2.000.000 

17022 

RepublicBank  Post  Oak,  National  Association,  Houston  . 

2,500,000 

17010 

Mid-Cities  National  Bank,  Hurst .  . 

1,750,000 

17003 

Marble  Falls  National  Bank,  Marble  Falls  . 

1,500,000 

17018 

Frontier  National  Bank  Round  Rock  . 

1 ,500.000 
1.500.000 

16965 

Capital  National  Bank,  San  Angelo  . 

16955 

-irst  National  Bank,  Snyder  .  .  . 

2.000,000 

16983 

Temple  Bank,  National  Association,  Temple 

1,250.000 

16943 

Westlake  National  Bank,  Westlake  Hills .  . 

2,300.000 

17015 

Citizens  National  Bank  of  Wills  Point,  Wills  Point 

WEST  VIRGINIA 

1.250.000 

17007 

Crossroads  National  Bank,  Bradley 

1,000,000 

17009 

National  Bankers  Trust,  Bradley 

WYOMING 

1,000,000 

16954 

Mountain  Plaza  National  Bank,  Casper  • 

1 .000  000 
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Table  A-4 


Mergers *  consummated  pursuant  to  corporate  reorganizations,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  thousands) 


Effective 

date 

Operating  bank 

New  bank 

Resulting  bank 

Total 

capital 

accounts 

Total 

assets 

April  8 

ARKANSAS 

The  First  National  Bank  of  El  Dorado,  El  Dorado 

First  National  Bank  of  El  Dorado,  El  Dorado 

Charter  issued  April  13,  1981 

The  First  National  Bank  of  El  Dorado,  El  Dorado  . 

$  12,280 

$  149,170 

May  29 

DISTRICT  OF  COLUMBIA 

Madison  National  Bank,  Washington,  D  C 

MNB  National  Bank,  Washington,  D  C 

Charter  issued  May  29,  1981 

Madison  National  Bank,  Washington,  D  C . 

15,639 

188,249 

May  31 

The  Riggs  National  Bank  of  Washington,  D  C,,  Washington,  D  C 

Riggs  Bank,  N.A.,  Washington,  D  C 

Charter  issued  May  29,  1981 

The  Riggs  National  Bank  of  Washington,  D  C.,  Washington,  D  C . 

184,422 

3,353,338 

April  1 

GEORGIA 

The  First  National  Bank  of  Valdosta,  Valdosta 

First  National  Interim  Bank  of  Valdosta,  Valdosta 

Charter  issued  April  7,  1981 

The  First  National  Bank  of  Valdosta,  Valdosta . 

4,984 

66,573 

February  9 

Commerce  National  Bank  of  Warner  Robins,  Warner  Robins 

Commerce  National  Interim  Bank  of  Warner  Robins,  Warner  Robins 

Charter  issued  February  9,  1981 

Trust  Company  Bank  of  Houston  County,  N.A.,  Warner  Robins  . 

1,621 

11,671 

May  21 

ILLINOIS 

Aurora  National  Bank,  Aurora 

Citizens  National  Bank  of  Aurora,  Aurora 

Charter  issued  May  21,  1981 

Aurora  National  Bank,  Aurora .  .  .  . 

8,235 

92,940 

February  27 

The  National  Bank  of  Bloomington,  Bloomington 

Bloomington  Bank,  N  A  ,  Bloomington 

Charter  issued  February  27,  1981 

The  National  Bank  of  Bloomington,  Bloomington . 

7,745 

96,309 

April  14 

First  National  Bank  and  Trust  Company,  Centralia 

Centralia  National  Bank,  Centralia 

Charter  issued  April  16,  1981 

First  National  Bank  and  Trust  Company,  Centralia . 

6,611 

95,300 

April  30 

First  National  Bank  in  Chicago  Heights,  Chicago  Heights 

Second  National  Bank  in  Chicago  Heights,  Chicago  Heights 

Charter  issued  April  30,  1981 

First  National  Bank  in  Chicago  Heights,  Chicago  Heights . 

5,361 

85,527 

May  1 

The  Second  National  Bank  of  Danville,  Danville 

The  Third  National  Bank  of  Danville,  Danville 

Charter  issued  April  30,  1981 

The  Second  National  Bank  of  Danville,  Danville . 

10,346 

136,969 

January  1 

The  First  National  Bank  of  Elgin,  Elgin 

Republic  National  Bank  of  Elgin,  Elgin 

Charter  issued  December  30,  1980 

The  First  National  Bank  of  Elgin,  Elgin  . 

15,564 

196,415 

March  5 

Suburban  National  Bank  of  Elk  Grove,  Elk  Grove 

Elk  Grove  National  Bank,  Elk  Grove 

Charter  issued  March  13,  1981 

Suburban  National  Bank  of  Elk  Grove  Village,  Elk  Grove . 

1,902 

19,123 

May  30 

Elmhurst  National  Bank,  Elmhurst 

ENB  National  Bank,  Elmhurst 

Charter  issued  May  26,  1981 

Elmhurst  National  Bank,  Elmhurst  . 

17,475 

271,697 

February  23 

First  National  Bank  of  La  Grange,  La  Grange 

Second  National  Bank  of  La  Grange,  La  Grange 

Charter  issued  February  23,  1981 

First  National  Bank  of  La  Grange,  La  Grange  . 

5,530 

73,740 

May  1 

First  National  Bank  of  Libertyville,  Libertyville 

Second  National  Bank  of  Libertyville,  Libertyville 

Charter  issued  May  1,  1981 

First  National  Bank  of  Libertyville,  Libertyville  . 

6,108 

97,460 

May  26 

Melrose  Park  National  Bank,  Melrose  Park 

Melrose  Bank,  N  A  ,  Melrose  Park 

Charter  issued  May  26,  1981 

Melrose  Park  National  Bank,  Melrose  Park  . 

8,395 

128,966 

March  5 

Suburban  National  Bank  of  Palatine,  Palatine 

Subpal  National  Bank,  Palatine 

Charter  issued  March  13,  1981 

Suburban  National  Bank  of  Palatine,  Palatine 

1,402 

1  1,974 
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Table  A-4 — Continued 


Mergers*  consummated  pursuant  to  corporate  reorganizations,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  thousands) 


Effective 

date 

Operating  bank 

New  bank 

Resulting  bank 

Total 

capital 

accounts 

Total 

assets 

March  13 

ILLINOIS — continued 

Suburban  National  Bank  of  Woodfield,  Schaumburq 

Woodfield  National  Bank,  Schaumburg 

Charter  issued  March  16,  1981 

Suburban  National  Bank  of  Woodfield,  Schaumburg 

The  Streator  National  Bank,  Streator 

$  1,268 

$  12,806 

June  1 

Republic  National  Bank  of  Streator,  Streator 

Charter  issued  May  29,  1981 

The  Streator  National  Bank,  Streator 

6  837 

90  809 

May  1 

The  Citizens  National  Bank  of  Waukegan,  Waukegan 

Republic  National  Bank  of  Waukegan  Waukegan 

Charter  issued  April  30,  1981 

The  Citizens  National  Bank  of  Waukegan,  Waukegan 

12,220 

145,532 

May  1 1 

INDIANA 

First  National  Bank  in  New  Castle,  New  Castle 

Henry  National  Bank,  New  Castle 

Charter  issued  May  11,  1981 

First  National  Bank  in  New  Castle,  New  Castle 

3,221 

40,835 

June  30 

KENTUCKY 

Pikeville  National  Bank  &  Trust  Company,  Pikeville 

PNB  National  Bank,  Pikeville 

Charter  issued  June  30,  1981 

Pikeville  National  Bank  &  Trust  Company,  Pikeville 

25,990 

236,493 

June  19 

LOUISIANA 

Louisiana  National  Bank  of  Baton  Rouge,  Baton  Rouge 

LNB  National  Bank,  Baton  Rouge 

Charter  issued  June  18,  1981 

Louisiana  National  Bank  of  Baton  Rouge,  Baton  Rouge 

58,326 

781.339 

January  15 

The  First  National  Bank  of  Shreveport,  Shreveport 

New  First  National  Bank  of  Shreveport,  Shreveport 

Charter  issued  January  15,  1981 

The  First  National  Bank  of  Shreveport,  Shreveport 

65,978 

748,028 

May  4 

MASSACHUSETTS 

The  Country  Bank,  National  Association,  Shelburne  Falls 

Old  Colony  Bank  of  Franklin  County,  National  Association,  Shelburne  Falls 

Charter  issued  May  1,  1981 

Old  Colony  Bank  of  Franklin  County,  National  Association,  Shelburne  Falls 

1,295 

20,395 

May  11C 

MICHIGAN 

The  First  National  Bank  of  Alger  County  at  Munising,  Munising 

AC  National  Bank,  Munising 

Charter  issued  May  12,  1981 

The  First  National  Bank  of  Alger  County,  Munising 

1,026 

16,636 

February  28 

NEW  HAMPSHIRE 

Hampton  National  Bank,  Hampton 

Second  Hampton  National  Bank,  Hampton 

Charter  issued  February  27,  1981 

Hampton  National  Bank,  Hampton . 

2,566 

50,675 

January  30 

NEW  YORK 

Bankers  Trust  of  Binghamton,  Binghamton 

BT  National  Bank,  Albany 

Charter  issued  January  30,  1981 

Bankers  Trust  Company  of  Albany,  National  Association,  Albany 

34,130 

383,092 

June  1C 

The  Sullivan  County  National  Bank  of  Liberty,  Liberty 

59  N.  Main  Street  National  Bank,  Liberty 

Charter  issued  May  29,  1981 

The  Sullivan  County  National  Bank  of  Liberty,  Liberty  . 

7,396 

91.432 

June  30C 

OHIO 

The  First  National  Bank  of  Caldwell,  Caldwell 

Caldwell  New  National  Bank,  Caldwell 

Charter  issued  June  30,  1981 

The  First  National  Bank  of  Caldwell,  Caldwell 

1,570 

13.077 

March  31C 

The  First  National  Bank  of  Circleville,  Circleville 

Circleville  Bank,  N.A  ,  Circleville 

Charter  issued  April  7,  1981 

The  First  National  Bank  of  Circleville,  Circleville 

3,133 

43.156 

June  15C 

TEXAS 

The  Commercial  National  Bank  of  Beeville,  Beeville 

The  Commercial  Bank  of  Beeville,  Beeville 

Charter  issued  June  15,  1981 

The  Commercial  National  Bank  of  Beeville,  Beeville 

6,178 

58,717 
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Table  A-4 — Continued 


Mergers *  consummated  pursuant  to  corporate  reorganizations,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  thousands) 


Effective 

date 

Operating  bank 

New  bank 

Resulting  bank 

Total 

capital 

accounts 

Total 

assets 

May  19 

TEXAS — continued 

Gulfway  National  Bank  of  Corpus  Christi,  Corpus  Christi 

Gulfway  Commerce  Bank,  National  Association,  Corpus  Christi 

Charter  issued  May  19,  1981 

Gulfway  National  Bank  of  Corpus  Christi,  Corpus  Christi  . 

$  2,860 

$  36,664 

June  22 

American  National  Bank  of  Garland,  Garland 

American  Bank,  National  Association,  Garland 

Charter  issued  June  22,  1981 

American  National  Bank  of  Garland,  Garland . 

2,321 

30,443 

June  10 

San  Felipe  Bank,  National  Association,  Houston 

Woodway  National  Bank,  Houston 

Charter  issued  June  10,  1981 

San  Felipe  Bank,  National  Association,  Houston  . 

5,619 

103,049 

April  22 

The  Farmers  &  Merchants  National  Bank  of  Kaufman,  Kaufman 

New  Merchants  National  Bank,  Kaufman 

Charter  issued  April  22,  1981 

The  Farmers  &  Merchants  National  Bank  of  Kaufman,  Kaufman . 

4,038 

36,456 

April  1 

The  First  National  Bank  of  Richmond.  Richmond 

Richmond  National  Bank,  Richmond 

Charter  issued  April  7,  1981 

The  First  National  Bank  of  Richmond,  Richmond . 

4,409 

29,445 

January  21 

Texoma  National  Bank  of  Sherman,  Sherman 

New  Texoma  National  Bank  of  Sherman,  Sherman 

Charter  issued  January  21 ,  1981 

Texoma  National  Bank  of  Sherman,  Sherman  . 

2,794 

38,751 

June  5 

Lake  Air  National  Bank  of  Waco,  Waco 

Bosque  Boulevard  National  Bank,  Waco 

Charter  issued  June  4,  1981 

Lake  Air  National  Bank  of  Waco,  Waco  . 

5.483 

75,423 

May  26 

The  Texas  National  Bank  of  Waco,  Waco 

New  Texas  National  Bank,  Waco 

Charter  issued  June  1,  1981 

The  Texas  National  Bank  of  Waco,  Waco . 

4,255 

58,435 

February  27C 

Central  National  Bank  of  McKinney,  McKinney 

McKinney  National  Bank,  McKinney 

Charter  issued  September  3,  1980 

Central  National  Bank  of  McKinney,  McKinney  . 

2,758 

41,531 

February  28 

VERMONT 

First  National  Bank  of  Vermont,  Springfield 

New  State  National  Bank,  Springfield 

Charter  issued  February  27,  1981 

First  National  Bank  of  Vermont,  Springfield  . 

5,379 

65,503 

June  30 

WASHINGTON 

Peoples  National  Bank  of  Washington,  Seattle 

New  Peoples  National  Bank  of  Washington,  Seattle 

Charter  issued  July  2,  1981 

Peoples  National  Bank  of  Washington,  Seattle  . 

91,458 

1,550,999 

*  Includes  consolidations  effected  pursuant  to  corporate  reorganizations.  Does  not  include  transactions  involving  more  than  a  single  operating 
bank.  Those  transactions  are  found  in  Table  A-1 1 
C  Consolidation 
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Table  A-5 


State-chartered  banks  converted  to  national  banks,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  thousands) 


Charter 

Effective 

number 

Title  and  location  of  bank 

date 

Total  assets 

Total  17  banks 

$811,565 

ALABAMA 

17016 

First  Alabama  Bank  of  Mobile  County,  National  Association,  Bayou  Le  Batre  conversion  of 

First  Alabama  Bank  of  Mobile  County 

May 

26 

24,736 

ARKANSAS 

16952 

Caddo  First  National  Bank,  Glenwood,  conversion  of  Caddo  State  Bank 

Jan 

2 

7,775 

MICHIGAN 

16974 

Michigan  National  Bank — South  Metro,  Lincoln  Park,  conversion  of  Michigan  Bank — South 
Metro . 

Mar 

2 

17  614 

16984 

Michigan  National  Bank — North,  Petoskey,  conversion  of  Michigan  Bank — North 

Mar 

30 

9.782 

MISSISSIPPI 

17038 

Great  Southern  National  Bank,  Quitman,  conversion  of  Bank  of  Quitman 

June 

24 

74,071 

MISSOURI 

16945 

Commerce  Bank  of  Kirkwood,  National  Association,  Kirkwood,  conversion  of  Commerce 

16950 

Bank  of  Kirkwood 

Commerce  Bank  of  Lebanon,  National  Association,  Lebanon,  conversion  of  Commerce 

Jan. 

2 

70,670 

Bank  of  Lebanon 

Jan. 

2 

52,772 

16951 

Commerce  Bank — West,  National  Association,  Maryland  Heights,  conversion  of  Com- 

16949 

merce  Bank — West 

Commerce  Bank  of  Mexico,  National  Association,  Mexico,  conversion  of  Commerce  Bank 

Jan 

2 

13,205 

of  Mexico  . 

Jan 

2 

68,706 

16948 

Commerce  Bank  of  Moberly,  National  Association,  Moberly,  conversion  of  Commerce 

16976 

Bank  of  Moberly  . 

Jan 

7 

45.567 

Bank  of  Purdin,  National  Association,  Purdin,  conversion  of  Bank  of  Purdin 

Mar 

9 

15  757 

16973 

The  Smithton  Bank,  N.A..  Smithton,  conversion  of  The  Smithton  Bank 

Feb. 

23 

8,502 

16946 

Commerce  Bank  of  St.  Charles,  National  Association,  St  Charles,  conversion  of  Com- 

16947 

merce  Bank  of  St.  Charles  .  . 

Commerce  Bank  of  St  Joseph,  National  Association,  St  Joseph,  conversion  of  Commerce 

Jan 

2 

38,413 

16944 

Bank  of  St.  Joseph  . 

Commerce-Manchester  Bank,  National  Association,  St.  Louis,  conversion  of  Commerce- 

Jan 

2 

61,628 

Manchester  Bank  . 

Jan. 

2 

188,283 

NEW  YORK 

16957 

Central  Bank  &  Trust  Company  of  New  York,  N.A.,  New  York,  conversion  of  Central  State 

Bank 

Jan 

20 

85,108 

OHIO 

17008 

Bank  One  of  Medina  County,  National  Association,  Wadsworth,  conversion  of  Bank  One  of 

Medina  County  . 

May 

1 

29,976 

Table  A-6 

National  banks  reported  in  voluntary  liquidation,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  thousands) 


r  Title  and  location  of  bank 

Effective 

date 

Total  capital 
accounts  of 
liquidated 
bank' 

Total  4  national  banks  . 

$45  876 

MINNESOTA 

The  Faribault  National  Bank  (11575),  Faribault,  absorbed  by  The  First  National  Bank  of  Hastings  (496),  Hastings 

May  1 

248 

NEW  YORK 

Bankers  Trust  Company  of  Albany,  National  Association  (15758),  Albany,  absorbed  by  Bankers  Trust  of  Bingham¬ 
ton,  Binghamton  . 

Jan  30 

42.588 

PENNSYLVANIA 

The  First  National  Bank  of  Honeybrook  (1676),  Honey  Brook,  absorbed  by  Bank  of  Pennsylvania,  Reading 

Jan  2 

2,519 

VERMONT 

The  National  Bank  of  Newbury  at  Wells  River  (1406),  Wells  River,  absorbed  by  Wells  River  Savings  Bank,  Wells 
River  .  .  .  . 

June  12 

521 

‘Includes  subordinated  notes  and  debentures,  if  any 
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Table  A-7 


National  banks  merged  or  consolidated  with  state  banks,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  thousands) 


Title  and  location  of  bank 

Effective 

date 

Total  capital 
accounts  of 
national  banks 

Total  13  national  banks 

CALIFORNIA 

First  National  Bank  of  San  Diego  County,  Escondido  (15453)  merged  into  The  Mitsubishi  Bank  of  California,  Los 
Angeles,  under  title  "The  Mitsubishi  Bank  of  California"  .  . 

Mar. 

6 

$75,108 

8,444 

Security  National  Bank,  Walnut  Creek  (15150)  merged  into  The  Hibernia  Bank,  San  Francisco,  under  title  "The 
Hibernia  Bank" . 

Jan 

26 

14  338 

FLORIDA 

First  National  Bank  of  Palm  Beach  Gardens,  Palm  Beach  Gardens  (15890),  and  First  National  Bank  and  Trust 
Company  of  Riviera  Beach,  Riviera  Beach  (15157),  into  Southeast  Bank,  Fort  Lauderdale,  under  title  "South¬ 
east  Bank"  . 

Feb 

23 

8  136 

The  Exchange  National  Bank  of  Pinellas  County,  Clearwater  (16281),  and  The  Exchange  National  Bank  of  Pasco 
County,  Holiday  (16025).  into  Exchange  Bank  and  Trust  Company  of  Florida,  Tampa  . 

Apr. 

1 

11,317 

MARYLAND 

Century  National  Bank,  Chevy  Chase  (16466),  into  Citizens  Bank  and  Trust  Company  of  Maryland,  Riverdale, 
under  title  "Citizens  Bank  and  Trust  Company  of  Maryland" . 

Mar. 

13 

2,466 

The  Woodbine  National  Bank,  Woodbine  (8799),  into  Westminster  Trust  Company,  Westminster,  under  title 
"Westminster  Bank  and  Trust  Company  of  Carroll  County" . 

Jan 

2 

1,658 

MICHIGAN 

The  First  National  Bank  of  Watervliet,  Watervliet  (10498),  and  The  Peoples  State  Bank  of  St.  Joseph,  St.  Joseph, 
under  title  "The  Peoples  State  Bank  of  St.  Joseph"  . 

Jan. 

31 

1,607 

NEW  HAMPSHIRE 

Lafayette  National  Bank,  Littleton  (1885),  into  The  Carroll  County  Trust  Company.  Conway,  under  title  "Indian 
Head  Bank — North" . 

June  12 

2,960 

NEW  JERSEY 

The  National  Bank  of  New  Jersey.  Piscataway  (587),  into  Fidelity  Union  Trust  Company,  Newark,  under  title 
"Fidelity  Union  Bank" . 

Apr 

1 

20,491 

OHIO 

The  First  National  Bank  at  Carrollton,  Carrollton  (13883),  into  The  Harter  Bank  &  Trust  Company,  Canton,  under 
title  "The  Harter  Bank  &  Trust  Company"  . 

June 

4 

2,705 

PENNSYLVANIA 

The  Grange  National  Bank  of  Lycoming  County,  Hughesville  (8924),  into  Bank  of  Central  Pennsylvania,  under 
title  "Bank  of  Central  Pennsylvania”  . 

Jan. 

1 

986 

Table  A-8 

National  banks  converted  to  state  banks,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  thousands) 


Charter 

number 

Title  and  location  of  bank 

Effective 

date 

Total  assets 

Total:  9  banks  . 

$441,619 

ALABAMA 

11870 

The  National  Bank  of  Boaz,  Boaz,  converted  into  Madison  Bank,  Boaz . 

June 

26 

32,517 

FLORIDA 

15759 

Dadeland  National  Bank,  Miami,  converted  into  Dadeland  Bank,  Miami  . 

Apr 

15 

43,142 

16583 

First  Commercial  National  Bank,  Lakeland,  converted  into  First  Bank  of  Lakeland,  Lakeland 

Apr. 

27 

13,238 

ILLINOIS 

13856 

City  National  Bank  and  Trust  Company,  Dixon,  converted  into  City  Bank  and  Trust  Company,  Dixon 

Mar, 

2 

46,016 

KENTUCKY 

3832 

The  First  &  Farmers  National  Bank,  Somerset,  converted  into  United  American  Bank  of  Kentucky,  So- 

merset  . 

Feb 

17 

128,195 

MICHIGAN 

9497 

Branch  County  Bank,  N  A  ,  Coldwater,  converted  into  Branch  County  Bank  Coldwater . 

Feb. 

18 

84,085 

15234 

The  National  Bank  of  Lake  City,  Lake  City,  converted  into  Chemical  Bank  Lake  City,  Lake  City 

Apr 

15 

58,374 

OKLAHOMA 

10151 

The  Citizens  National  Bank  of  Edmond  Edmond,  converted  into  The  Citizens  Bank  of  Edmond,  Ed- 

rnond  .  . 

Feb 

18 

27,569 

TEXAS 

16201 

First  National  Bank  of  LaMarque  LaMarque  converted  into  LaMarque  United  Bank,  LaMarque 

Feb 

23 

8,483 
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Table  A-9 

Purchases  of  state  banks  by  national  banks,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  thousands) 


Title  and  location  of  bank 

Effective 

date 

Total  capital 
accounts  of 
state  bank 

Total  3  banks 

ALABAMA 

Central  Bank  of  Alabama,  National  Association  (14414),  Decatur,  purchased  East  Gadsden  Bank  Gads¬ 
den 

FLORIDA 

S°CityeaSt  National  Bank  of  0rlando  (15814),  Orlando,  purchased  The  State  Bank  of  Forest  City,  Forest 

ILLINOIS 

$3,830 

Jan  2 

1,271 

June  30 

1,968 

Drexel  National  Bank,  (14445),  Chicago,  purchased  South  Side  Bank,  Chicago 

Mar  14 

591 

Table  A-10 

Consolidations *  of  national  banks,  or  national  and  state  banks,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  thousands) 


Effective 

date 

Consolidating  banks 

Resulting  banks 

Outstanding 

capital 

stock 

Surplus 

Undivided 
profits  and 
reserves 

Total  assets 

PENNSYLVANIA 

Commonwealth  Bank  and  Trust  Company,  Muncy  . 

$  3,386 

$  6,614 

$  4,886 

$  231,060 

June  1 

Fidelity  National  Bank  of  Pa. .Williamsport  (175) 

2,665 

5,000 

4,479 

163,367 

Commonwealth  Bank  and  Trust  Company,  N  A  ,  Williamsport  (175) 

6,184 

11,481 

9,607 

420,496 

WASHINGTON 

Northshore  First  National  Bank,  Bothell  (14990) . 

376 

471 

602 

20.718 

Jan  1 

Pacific  National  Bank  of  Washington,  Seattle  (3417) . 

13,750 

23,250 

52,813 

1.881.807 

Pacific  National  Bank  of  Washington,  Seattle  (3417)  . 

14,092 

24,357 

52,813 

1,902,525 

WISCONSIN 

Farmers  State  Bank,  Cecil . 

68 

146 

31 

2,975 

Valley  Bank  of  Shawano,  N.A.,  Shawano  (14314) . 

1,350 

1,450 

2,081 

76,365 

June  15 

Valley  Bank  of  Shawano,  N  A  ,  Shawano  (14314) . 

1,350 

1,450 

2,080 

78,664 

*  Excludes  consolidations  involving  a  single  operating  bank,  effected  pursuant  to  corporate  reorganization.  Those  transactions  may  be  found  on 
Table  A-4 
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Table  A-1 1 


Mergers  of  national  banks,  or  national  and  state  banks,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  thousands) 


Effective 

date 

Merging  banks 

Resulting  bank 

Outstanding 

capital 

stock 

Surplus 

Undivided 
profits  and 
reserves 

Total 

assets 

CALIFORNIA 

Cabrillo  State  Bank,  San  Fernando 

$  922 

$  476 

$  (1,391) 

$  13,862 

Santa  Clarita  National  Bank,  Newhall  (15547)  , 

1,109 

3.186 

3,127 

103,954 

May  29 

Santa  Clarita  National  Bank,  Newhall  (15547)  . 

2,031 

3,662 

1,736 

1 17,816 

FLORIDA 

Ellis  First  National  Bank  of  Hudson,  Hudson  (161 19) 

375 

500 

532 

14,558 

Ellis  First  National  Bank  of  New  Port  Richey,  New  Port  Richey 
(15043)  . 

2,500 

6,000 

3,334 

115,256 

June  1 

Ellis  First  National  Bank  of  New  Port  Richey,  New  Port  Richey 
(15043) . 

2,765 

6,610 

3,766 

129,814 

Inter  City  National  Bank  of  Bradenton,  Bradenton  (14865) 

800 

4,000 

4,763 

229,463 

The  National  Bank  of  Collier  County,  Marco  Island  (16576) 

490 

1,270 

1,569 

65,299 

First  National  Bank  of  Florida,  Tampa  (3497) . 

9,713 

22,175 

16,809 

822,906 

January  2 

First  National  Bank  of  Florida,  Tampa  (3497)  . 

12,284 

26,164 

23,141 

1,1 1 1,640 

GEORGIA 

The  Northeast  Commercial  Bank,  Doraville  . 

299 

299 

344 

6,086 

Bank  of  the  South,  National  Association,  Atlanta  (9617)  . 

5,700 

11,040 

44,701 

1,083,246 

April  1 

Bank  of  the  South,  National  Association,  Atlanta  (9617) 

5,820 

11,518 

45,045 

1,087,328 

MARYLAND 

The  Cecil  National  Bank  at  Port  Deposit,  Port  Deposit  (13840) 

100 

275 

228 

8.562 

The  First  National  Bank  of  Maryland,  Baltimore  (1413)  . 

16,275 

36,807 

59,335 

2,365.320 

June  1 

The  First  National  Bank  of  Maryland,  Baltimore  (1413)  . 

16,375 

37,427 

59.335 

2,373,289 

Francis  Scott  Key  Bank  and  Trust  Company,  Frederick 

1,276 

784 

321 

13,550 

The  First  National  Bank  of  Maryland,  Baltimore  (1413)  ,  .  .  . 

16,275 

36,807 

58.481 

2,217,308 

May  1 

The  First  National  Bank  of  Maryland,  Baltimore  (1413)  . 

16,275 

36,807 

58,481 

2,228,010 

MISSISSIPPI 

The  Delta  National  Bank  of  Yazoo  City,  Yazoo  City  (12587)  ,  ,  , 

1,000 

4,300 

(1,330) 

72,308 

Deposit  Guaranty  National  Bank,  Jackson  (15548) . 

11,568 

90,647 

1,357 

1,665,575 

June  30 

Deposit  Guaranty  National  Bank,  Jackson  (15548  )  . 

12,241 

95,274 

30 

1,737,893 

NEW  JERSEY 

Citizens’  Bank,  National  Association,  Bloomsbury  (10712) 

1,037 

1.431 

390 

52,575 

American  National  Bank  &  Trust  Company  of  New  Jersey,  Mor¬ 
ristown  (4274)  . 

8,966 

10.305 

34,071 

609,656 

March  5 

American  National  Bank  &  Trust  Company  of  New  Jersey.  Mor¬ 
ristown  (4274)  . 

8,966 

10,305 

33,208 

663,294 

NEW  YORK 

First  National  Bank  in  Greene,  Greene  (13575) . 

253 

253 

2,528 

32,839 

Key  Bank,  N  A  Albany  (1301) . 

12,563 

24,937 

61,159 

1,182,188 

January  30 

Key  Bank,  N  A  ,  Albany  (1301)  . 

12,816 

25,190 

63,688 

1,212,527 
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Effective 

date 


Table  A-1 1 — Continued 

Mergers  of  national  banks,  or  national  and  state  banks,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  thousands) 


Merging  banks 
Resulting  bank 


Outstanding 

capital 

stock 

Surplus 

Undivided 
profits  and 
reserves 

Total 

assets 

$  100 

$  600 

$  55 

$  15,900 

400 

1,600 

1,669 

49,036 

410 

2,590 

249 

64,811 

1,850 

1,850 

669 

50,405 

8,000 

23,000 

43,475 

896,709 

8,000 

27,000 

43,685 

936.957 

4,433 

4,567 

(1,158) 

46.783 

6.000 

22,000 

15,391 

725,907 

6,000 

34,220 

11,896 

771,473 

1,792 

2,577 

5.040 

137,006 

2,200 

2,200 

3,913 

96,649 

2,900 

5,869 

8,952 

233,655 

200 

300 

20 

4,012 

22,262 

68.238 

25.230 

1  838.102 

22,362 

68,638 

25,250 

1,842,114 

720 

720 

3,379 

70,029 

15,000 

16,000 

39,030 

1.478,229 

15,000 

16,000 

43,528 

1,547,246 

1,650 

861 

666 

47,556 

8,415 

11,026 

26,550 

757.172 

9,764 

16,154 

20,883 

797  872 

210 

710 

1,341 

33,149 

9,781 

16,217 

22,940 

838.144 

10,705 

16,213 

24,282 

861,745 

275 

550 

812 

21,100 

20,552 

40,397 

107,436 

2,614,497 

20,552 

40,397 

107.436 

2,633,198 

May  18 


May  29 


May  26 


June  19 


June  30 

January  2 

January  31 
April  10 

April  30 


OHIO 

Community  National  Bank,  Mount  Gilead  (14323) 

The  Second  National  Bank  of  Bucyrus,  Bucyrus  (3274) 

Society  National  Bank  of  Mid-Ohio,  Bucyrus  (3274) 

SOUTH  CAROLINA 

First  Carolina  National  Bank,  Hartsville  (15875) 

First  National  Bank  of  South  Carolina,  Columbia  (13720) 

First  National  Bank  of  South  Carolina,  Columbia  (13720) 

TEXAS 

Main  Bank  of  Houston,  Houston 

Capital  Bank,  National  Association,  Houston  (15528) 

Capital  Bank,  National  Association,  Houston  (15528) 

First  National  Bank  of  San  Antonio,  San  Antonio  (1657) 

First  International  Bank  in  San  Antonio,  National  Association 
San  Antonio  (16926) 

First  International  Bank  in  San  Antonio,  National  Association 
San  Antonio  (16926) 

UTAH 

First  Security  Bank  of  Murray,  National  Association,  Murray 
(16511) 

First  Security  Bank  of  Utah,  National  Association,  Ogden 

oy  f  j 

First  Security  Bank  of  Utah,  National  Association,  Ogden 

\u0y  f  j . 

The  First  National  Bank  of  Logan,  Logan  (4670) 

Zions  First  National  Bank,  Salt  Lake  City  (4341) 

Zions  First  National  Bank,  Salt  Lake  City  (4341) 

WASHINGTON 

Bank  of  Olympia,  Olympia 
Puget  Sound  National  Bank,  Tacoma  (12292) 

Puget  Sound  National  Bank,  Tacoma  (12292) 

The  Peninsula  State  Bank,  Gig  Harbor  ... 

Puget  Sound  National  Bank,  Tacoma  (12292) 

Puget  Sound  National  Bank,  Tacoma  (12292) 

VIRGINIA 

The  First  National  Bank  of  Troutville,  Troutville  (9764)  .  . 

Virginia  National  Bank,  Norfolk  (9885) 

Virginia  National  Bank,  Norfolk  (9885) 
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See  note  at  end  of  table 
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Table  A-12 — Continued 

Domestic  assets,  liabilities  and  capital  accounts  of  national  banks,  by  states,  June  30,  1981 

(Dollar  amounts  in  millions) 
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Table  A-12 — Continued 

Domestic  assets ,  liabilities  and  capital  accounts  of  national  banks,  by  states,  June  30,  1981 

(Dollar  amounts  in  millions) 
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*  Nonnational  banks  in  the  District  of  Columbia  are  supervised  by  the  Comptroller  of  the  Currency 
NOTE  Dashes  indicate  amounts  of  less  than  $500,000  Figures  may  not  add  to  totals  because  of  rounding 


Table  A-13 


Domestic  office  loans  of  national  banks,  by  states,  June  30,  1981 

(Dollar  amounts  in  millions) 


Total 

loans, 

gross 

Loans 
secured 
by  real 
estate 

Loans  to 
financial 
institutions 

Loans  to 
purchase 
or  carry 
securities 

Loans  to 
farmers 

Commercial 
and  indus¬ 
trial  loans 

Personal 
loans  to 
individuals 

Other 

loans 

Total  loans 
less  un¬ 
earned 
income 

All  national  banks 

$496,468 

$153,164 

$29,191 

$6,445 

$15,516 

$179,413 

$99,926 

$12,813 

$487,117 

Alabama 

5,361 

1,638 

140 

25 

107 

1,684 

1,638 

129 

5,117 

Alaska  . 

701 

260 

2 

— 

— 

283 

154 

1 

690 

Arizona 

6,001 

1,942 

426 

4 

396 

1,410 

1,689 

133 

5,791 

Arkansas  . 

3,223 

1,031 

208 

56 

136 

1,008 

632 

71 

3,153 

California 

85,767 

37,204 

4,441 

618 

2,862 

25,668 

13,711 

1263 

85,401 

Colorado 

6,687 

1,867 

154 

81 

472 

2,349 

1,642 

122 

6,584 

Connecticut . 

2,571 

1,013 

134 

1 

8 

786 

571 

59 

2,503 

Delaware . 

55 

33 

0 

0 

— 

7 

15 

— 

54 

District  of  Columbia 

4,124 

1,592 

286 

7 

2 

1,283 

770 

184 

4,053 

Florida 

12,063 

4,625 

398 

35 

49 

2,838 

3,865 

254 

1 1,554 

Georgia 

6,035 

1,420 

261 

23 

46 

2,010 

2,113 

161 

5,768 

Hawaii  . 

91 

41 

0 

0 

1 

27 

22 

— 

90 

Idaho . 

2,291 

717 

31 

1 

242 

701 

581 

17 

2,259 

Illinois  . 

44,727 

9,903 

4,443 

1,080 

1,030 

21,169 

5,400 

1,702 

44,199 

Indiana  . 

9,137 

3,779 

381 

49 

261 

2,309 

2,217 

141 

8,854 

Iowa  . 

3,456 

1,033 

72 

69 

729 

901 

580 

72 

3,430 

Kansas  . 

3,487 

689 

98 

78 

685 

1,056 

811 

70 

3,436 

Kentucky . 

4,186 

1,428 

167 

28 

191 

1,149 

1,156 

67 

4,042 

Louisiana . 

6,075 

1,627 

173 

34 

63 

2,395 

1,598 

185 

5,863 

Maine  . 

672 

293 

2 

0 

2 

201 

170 

5 

670 

Maryland . 

4,321 

1,806 

168 

19 

31 

1,171 

1,057 

69 

4,236 

Massachusetts  . 

9,050 

1,894 

809 

20 

59 

4,560 

1,528 

180 

8,851 

Michigan . 

15,506 

6,141 

958 

58 

127 

4,829 

2,860 

534 

15,335 

Minnesota  . 

10,861 

2,882 

339 

361 

699 

4,220 

1,790 

569 

10,715 

Mississippi  . 

2,905 

1,027 

72 

45 

78 

783 

826 

74 

2,796 

Missouri . 

7,048 

1,730 

622 

155 

301 

2,627 

1,384 

230 

6,961 

Montana  . 

1,703 

458 

19 

1 

266 

478 

462 

20 

1,641 

Nebraska 

3,605 

486 

146 

88 

1,250 

763 

794 

78 

3,557 

Nevada  . 

1,402 

667 

33 

0 

15 

302 

383 

3 

1,348 

New  Hampshire  . 

1,074 

393 

4 

— 

2 

336 

328 

12 

1,023 

New  Jersey . 

12,024 

5,329 

340 

60 

8 

3,282 

2,804 

202 

1 1 ,653 

New  Mexico  . 

1,960 

491 

48 

6 

115 

706 

567 

27 

1,889 

New  York . 

61,854 

12,431 

5,448 

1,430 

401 

27,990 

1 1 .698 

2,455 

60,896 

North  Carolina 

8,664 

1,786 

363 

55 

150 

3,457 

2,713 

140 

8,414 

North  Dakota . 

1,262 

328 

8 

1 

275 

409 

228 

13 

1,248 

Ohio . 

17,591 

6,349 

442 

84 

265 

4,837 

5,388 

226 

16,943 

Oklahoma 

8,330 

2,031 

251 

262 

619 

3,396 

1,452 

319 

8,185 

Oregon 

5,563 

1,967 

326 

21 

266 

1,879 

1,042 

61 

5,508 

Pennsylvania  . 

27,078 

8,561 

3,171 

420 

159 

8,845 

5,380 

542 

26,381 

Rhode  Island . 

2,618 

954 

144 

2 

1 

1,064 

408 

45 

2,564 

South  Carolina  . 

2,195 

478 

16 

4 

45 

694 

922 

35 

2,095 

South  Dakota 

1,915 

434 

63 

3 

574 

488 

329 

25 

1,885 

Tennessee 

6,005 

1,772 

304 

71 

75 

1,989 

1,610 

184 

5,784 

Texas  . 

43,855 

9,383 

2,078 

919 

1,441 

21,442 

7,100 

1,493 

43,031 

Utah . 

2,021 

897 

36 

7 

44 

571 

444 

21 

1,993 

Vermont . 

384 

204 

— 

— 

9 

88 

79 

4 

379 

Virginia . 

6,829 

2,898 

93 

25 

112 

1,457 

2,078 

167 

6,514 

Washington  . 

11,551 

3,123 

750 

46 

509 

4,419 

2,472 

232 

11,502 

West  Virginia  . 

2,966 

1,278 

69 

8 

12 

550 

1,010 

38 

2,791 

Wisconsin . 

6,336 

2,491 

251 

82 

178 

2,015 

1,154 

164 

6,234 

Wyoming 

1,281 

360 

4 

3 

149 

454 

298 

12 

1,256 

District  of  Columbia — 
all*  . 

4,153 

1,610 

287 

7 

2 

1,289 

773 

184 

4,082 

*  Includes  national  and  nonnational  banks  in  the  District  of  Columbia  all  of  which  are  supervised  by  the  Comptroller  of  the  Currency 
NOTE  Dashes  indicate  amounts  of  less  than  $500,000.  Figures  may  not  add  to  totals  due  to  rounding 
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Table  A-14 


Outstanding  balances,  credit  cards  and  related  plans  for  national  banks,  June  30,  1981 

(Dollar  amounts  in  thousands) 


All  national  banks 
Alabama 

Alaska  . 

Arizona  . 

Arkansas  . 

California 

Colorado 

Connecticut . 

Delaware . 

District  of  Columbia 

Florida  . 

Georgia 

Hawaii  . 

Idaho . 

Illinois . 

Indiana 
Iowa 
Kansas 
Kentucky  .  . 
Louisiana 

Maine . 

Maryland . 

Massachusetts 

Michigan  . 

Minnesota 

Mississippi 

Missouri . 

Montana . 

Nebraska 

Nevada 

New  Hampshire 

New  Jersey  . 

New  Mexico . 

New  York . 

North  Carolina 

North  Dakota . 

Ohio . 

Oklahoma  . 

Oregon 

Pennsylvania  . 

Rhode  Island . 

South  Carolina 
South  Dakota 
Tennessee 

Texas  . 

Utah 

Vermont 

Virginia 

Washington . 

West  Virginia  .  .  .  . 

Wisconsin  . 

Wyoming  . 


District  of  Columbia — all* 

*  Includes  the  national  and  nonnational  bank  in  the  District 


Total 

number 

of 

national 

banks 

Credit  cards  and 
other  related  credit  plans 

Number  of 
national 
banks 

Outstanding 

volume 

4,453 

1,840 

$21,289,385 

99 

21 

152,822 

5 

4 

41,313 

3 

2 

368,063 

70 

9 

47,726 

51 

41 

3,868,207 

146 

112 

420,161 

19 

13 

151,992 

6 

1 

8 

16 

13 

180,796 

196 

82 

524,023 

63 

28 

475,137 

2 

1 

3,153 

7 

4 

64,426 

406 

160 

1,553,382 

119 

75 

255,013 

99 

44 

78,719 

148 

23 

91,418 

77 

36 

135,969 

54 

15 

179,576 

14 

13 

26,992 

28 

11 

312,724 

70 

56 

351,579 

126 

67 

654,415 

203 

125 

208,055 

38 

4 

61,497 

109 

52 

378,398 

55 

26 

10.498 

117 

30 

175,996 

3 

2 

49,706 

35 

25 

34.574 

88 

59 

280,076 

40 

12 

64.157 

113 

58 

5,369,007 

24 

21 

437,177 

39 

17 

9,043 

169 

109 

739,910 

183 

40 

142,542 

6 

3 

236,981 

209 

52 

731,703 

5 

4 

66,543 

18 

12 

125,941 

34 

7 

4.911 

68 

1 1 

210.596 

671 

153 

788.483 

10 

3 

63.815 

11 

2 

5,799 

71 

27 

320,041 

19 

10 

495,895 

111 

20 

49,461 

132 

103 

284,603 

48 

21 

6.146 

17 

14 

181,013 

of  Columbia,  which  is  also  supervised  by  the  Comptroller  of  the  Currency. 
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Table  A-15 

Income  and  expenses  of  foreign  and  domestic  offices  and  subsidiaries  of  national 
banks,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  millions) 
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Table  A-15 — Continued 

Income  and  expenses  of  foreign  and  domestic  offices  and  subsidiaries  of  national 

banks,  by  states,  January  1  to  June  30,  1981 
(Dollar  amounts  in  millions) 
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Table  A-15 — Continued 

Income  and  expenses  of  foreign  and  domestic  offices  and  subsidiaries  of  national 

banks,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  millions) 
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Table  A-15 — Continued 

Income  and  expenses  of  foreign  and  domestic  offices  and  subsidiaries  of  national 
banks,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  millions) 
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Table  A-15 — Continued 

Income  and  expenses  of  foreign  and  domestic  offices  and  subsidiaries  of  national 
banks,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  millions) 
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Table  A-15 — Continued 

Income  and  expenses  of  foreign  and  domestic  offices  and  subsidiaries  of  national 
banks,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  millions) 
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Table  A-15 

Income  and  expenses  of  foreign  and  domestic  offices  and  subsidiaries  of  national 
banks,  by  states,  January  1  to  June  30,  1981 

(Dollar  amounts  in  millions) 
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Table  A-15 — Continued 

Income  and  expenses  of  foreign  and  domestic  offices  and  subsidiaries  of  national 
banks,  by  states,  January  1  to  June  30,  1981 
(Dollar  amounts  in  millions) 
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Table  A-16 


National  banks  engaged  in  lease  financing ,  June  30,  1981 


(Dollar  amounts  in  thousands) 


Total  number 
of  national 
banks 

Number  of  banks 
engaged  in  lease 
financing 

Amount  of  lease 
financing  at 
domestic  offices 

All  national  banks 

4,453 

839 

$8,230,236 

Alabama . 

99 

17 

35,668 

Alaska  .  .  .  . 

5 

2 

6,221 

Arizona 

3 

1 

83,498 

Arkansas 

70 

13 

16,109 

California 

51 

15 

3.088,553 

Colorado 

146 

49 

97,778 

Connecticut  . 

19 

1 

9,145 

Delaware  . 

6 

0 

0 

District  of  Columbia 

16 

3 

26,734 

Florida 

196 

32 

53,456 

Georgia 

63 

12 

90,661 

Hawaii  . 

2 

1 

6,388 

Idaho  . 

7 

3 

52,050 

Illinois . 

406 

77 

272,437 

Indiana . 

119 

27 

167,678 

Iowa  . 

99 

21 

10,093 

Kansas  . 

148 

25 

3,329 

Kentucky  . 

77 

14 

148,573 

Louisiana . 

54 

10 

35,459 

Maine . 

14 

0 

0 

Maryland  . 

28 

6 

74,347 

Massachusetts . 

70 

14 

297,504 

Michigan  . 

126 

21 

225,314 

Minnesota  . 

203 

36 

243,010 

Mississippi  . 

38 

7 

6,775 

Missouri  . 

109 

27 

114,671 

Montana . 

55 

17 

9,375 

Nebraska . 

117 

26 

57,223 

Nevada  . 

3 

2 

19,380 

New  Hampshire . 

35 

1 

87 

New  Jersey  . 

88 

11 

147,335 

New  Mexico  .  , 

40 

15 

3,763 

New  York 

113 

15 

670,430 

North  Carolina . 

24 

6 

196,352 

North  Dakota . 

39 

10 

3,929 

Ohio  . 

169 

43 

364,542 

Oklahoma  . 

183 

78 

31,748 

Oregon .  . 

6 

2 

45,801 

Pennsylvania  . 

209 

10 

285,559 

Rhode  Island  . 

5 

3 

134,569 

South  Carolina . 

18 

2 

10,803 

South  Dakota 

34 

5 

1,107 

Tennessee  . 

68 

9 

53,713 

Texas  . 

671 

71 

248,448 

Utah  .  . 

10 

3 

73,655 

Vermont . 

11 

0 

0 

Virginia 

71 

4 

43,634 

Washington  . 

19 

8 

601,151 

West  Virginia  . 

111 

15 

9,130 

Wisconsin . 

132 

31 

50,237 

Wyoming 

48 

18 

2,814 

District  of  Columbia— all*  . 

17 

3 

26,734 

*  Includes  the  nonnational  bank  in  the  District  of  Columbia,  which  is  also  supervised  by  the  Comptroller  of  the  Currency. 
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Table  A-17 


Consolidated  assets  and  liabilities  of  national  banks  with  foreign  operations,  June  30,  1981 

(Dollar  amounts  in  millions) 


Cash  and  due  from  depository  institutions 

U  S.  Treasury  securities . 

Obligations  of  other  U  S  government  agencies  and  corporations 
Obligations  of  states  and  poltiical  subdivisions  in  the  United  States 
Other  bonds,  notes  and  debentures 
Federal  Reserve  stock  and  corporate  stock 
Trading  account  securities 

Federal  funds  sold  and  securities  purchased  under  agreements  to  resell 

Loans,  total  (excluding  unearned  income) 

Less:  Allowance  for  possible  loan  losses 

Loans,  net 


Lease  financing  receivables 

Roai<i^lto?liSeS'  fT'!Kre  lnd  fj*tures'  and  other  assets  representing  bank  premises 
Real  estate  owned  other  than  bank  premises 

Investments  in  unconsolidated  subsidiaries  and  associated  companies 
Customers'  liability  on  acceptances  outstanding 
Other  assets 


Total  assets 


Demand  deposits  of  individuals,  partnerships  and  corporations 
Time  and  savings  deposits  of  individuals,  partnerships  and  corporations 
Deposits  of  U  S  government 

Deposits  of  states  and  political  subdivisions  in  the  United  States 
Deposits  of  foreign  governments  and  official  institutions 
Deposits  of  commercial  banks 
Certified  and  officers'  checks 

Total  deposits  in  domestic  offices  . 

Total  demand  deposits . 

Total  time  and  savings  deposits . 

Total  deposits  in  foreign  offices* 

Total  deposits  . 

Federal  funds  purchased  and  securities  sold  under  agreements  to  repurchase 

Interest-bearing  demand  notes  issued  to  the  U  S  Treasury 

Other  liabilities  for  borrowed  money 

Mortgage  indebtedness  and  liabilities  for  capitalized  leases 

Banks’  liability  on  acceptances  executed  and  outstanding 

Other  liabilities 

Total  liabilities  . 


Subordinated  notes  and  debentures 

Preferred  stock . 

Common  stock . 

Surplus . 

Undivided  profits 

Reserve  for  contingencies  and  other  capital  reserves 
Total  equity  capital 

Total  liabilities  and  equity  capital 
Number  of  banks 


134,707 

242,678 


213,225 


590,610 


75,093 

6.960 

17,392 

994 

33,211 

23,181 


747,440 


2,616 


10 

7,144 

11,350 

17,364 

389 


36,256 


786,313 


Foreign *  and 

Domestic 

domestic  offices 

offices 

$168,573 

$  73,970 

21.339 

21,210 

11,400 

1 1 ,344 

37,733 

37,060 

5,039 

800 

984 

848 

7,804 

6,959 

21,180 

20,651 

441,431 

308,035 

4,402 

4,226 

437,028 

303,809 

8,739 

7,086 

9  495 

8.375 

832 

721 

1,084 

267 

33,098 

25,676 

21,983 

33,043 

786,313 

551,821 

96,373 

96,373 

218.262 

218,262 

1,408 

1,408 

17,849 

17.849 

4.839 

4,839 

33,595 

33,595 

5,060 

5,060 

377,385 

377,385 

134,707 

242,678 


NA 


377,385 


74,937 

6,960 

7.420 

977 

27,242 

18,276 


513,197 


2,368 


10 

7,144 

11,350 

17,364 

389 


36,256 


551,821 


122 


*  For  reporting  purposes,  foreign  offices  include  Edge  and  Agreement  subsidiaries  in  the  United  States  and  branches  in  Puerto  Rico  Virqin  Is¬ 
lands  and  Trust  Territories 
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Table  A-18 

Average  banks'  percent  of  loans  past  due,  by  national  bank  region,  September  1980  to  June  1981 


National  bank  region 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

United 

States 

Real  estate 

Sept  1980 

3  7 

4  4 

4  3 

3.2 

3.7 

2.6 

3.6 

4  1 

3.1 

3.5 

29 

4  7 

4.1 

3.8 

3.5 

Dec  1980 

4  0 

4  6 

4  6 

32 

4.0 

2.7 

3  6 

4  4 

3  2 

3.5 

3.0 

4  2 

4.2 

3.5 

3  6 

Mar  1981 

4  2 

4.7 

4  8 

33 

4.0 

3  1 

4  0 

4  3 

35 

3.9 

3.2 

4  2 

4.5 

3.3 

3.8 

June  1981 

3.7 

4.2 

4  7 

3.5 

3.9 

2.4 

4.0 

4.4 

3.5 

3.8 

3.3 

4  7 

3.9 

4  0 

3.7 

Commercial  and 
industrial 

Sept  1980 

4.5 

5.0 

6.1 

4  8 

5.6 

3.5 

5.1 

4.6 

4  8 

4.2 

3.7 

5.7 

6.3 

7.1 

4.7 

Dec  1980 

5.0 

4  8 

5.8 

4.1 

53 

3.9 

5.2 

4.2 

4  8 

3.7 

3.7 

5.0 

5.6 

4.8 

4.5 

Mar  1981 

5  5 

5.4 

7.0 

4.3 

49 

3.6 

5  6 

4.7 

52 

4.2 

3.6 

5.4 

6  1 

6.8 

4.8 

June  1981 

5.0 

5.3 

5.9 

4  5 

5.7 

3.8 

5.7 

4.4 

56 

4.1 

3  8 

6  1 

6  1 

8.5 

4.9 

Personal 

Sept  1980 

3.6 

3.8 

4  0 

3.8 

3.9 

2.3 

3  7 

4.4 

3.8 

4  0 

3.7 

3.8 

39 

3.0 

3.7 

Dec  1980 

3.7 

3.7 

4.4 

3.7 

4.0 

2.5 

3.7 

4  8 

3.7 

3.7 

3.9 

3.5 

4.0 

2.8 

3.8 

Mar  1981 

3.7 

3.6 

4.0 

3.4 

3.7 

2.1 

3.6 

4  4 

3.7 

3.8 

3.3 

3  3 

3.6 

3.0 

3.5 

June  1981 

3.6 

3.5 

3.8 

3.5 

4.0 

2.0 

3.5 

4  1 

3.7 

3.8 

3.2 

3.4 

3.4 

2.6 

3.5 

All  other 

Sept.  1980 

6.1 

5.5 

3.6 

3.5 

5  5 

4.5 

4.1 

4  1 

3.3 

2.5 

5.0 

5.6 

3.7 

15.1 

4,4 

Dec  1980 

6.3 

4.8 

4  0 

3  8 

4.2 

4  0 

3.7 

4.8 

3.1 

3.1 

4.4 

7.1 

5.0 

7.5 

4.3 

Mar  1981 

5  8 

6.2 

2.7 

4  3 

4.2 

4  8 

4.2 

4  6 

3.2 

3.5 

4.7 

6.1 

5.5 

5.1 

4  4 

June  1981 

5  7 

5.2 

3.5 

4  7 

3.2 

5.2 

3.4 

3.8 

3.0 

3.8 

5.1 

5.6 

5.2 

10  3 

4.4 

Total  loans 

Sept  1980 

3  9 

4.3 

4  4 

36 

4.0 

2.6 

3.8 

4.0 

3.3 

3.0 

3.1 

4.2 

4  3 

4  3 

3  6 

Dec.  1980  . 

4.2 

4.3 

4  7 

35 

4.2 

2.8 

3.8 

4.3 

3.5 

2.9 

3.3 

4  1 

4  6 

3.7 

3  6 

Mar.  1981  . 

4  5 

4  4 

4  7 

35 

4.1 

2.7 

4  1 

4.2 

3.7 

3.2 

3.1 

4.1 

4  7 

4.1 

3.7 

June  1981 

4  1 

4.2 

4.5 

36 

4.2 

2.5 

4.0 

3.9 

3.7 

3.1 

3.1 

4.3 

4.5 

4  6 

3.7 

NOTES:  Percentages  reported  are  averages  of  individual  banks'  percentages  of  loans  past  due  with  each  bank  accorded  the  same  weight  re¬ 
gardless  of  size:  those  individual  bank  percentages  are  based  on  dollar  value  of  loans  past  due  All  figures  are  as  of  the  last  day  of  the 
month  indicated.  “All  other"  includes  loans  to  financial  institutions,  loans  for  purchasing  or  carrying  securities,  loans  to  farmers  and  all 
other  loans.  See  technical  notes  at  end  of  Table  A-21. 
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Table  A-19 

Average  banks'  percent  of  loans  past  due,  by  deposits,  September  1980  to  June  1981 


Real  estate 
Sept  1980 
Dec  1980 
Mar  1981 
June  1981 


Commercial  and 

industrial 
Sept  1980 
Dec  1980 
Mar  1981 
June  1981 


Personal 
Sept  1980 
Dec.  1980 
Mar,  1981 
June  1981 


All  other 
Sept  1980 
Dec  1980 
Mar  1981 
June  1981 


Total  loans 
Sept  1980 
Dec  1980 
Mar  1981 
June  1981 


Less 

than 

$5 


4.1 
3  8 

3.1 
3.0 


3  6 

2  9 

3  5 
36 


35 
3.1 
2  8 
30 


3  5 
2.1 
2.3 
3  9 


2  9 
26 
2  3 
2.5 


$5 

to 

$10 


3.7 
4  1 
4.3 
4.2 


4  9 
4  6 
4.7 
4  9 


4.2 
4.4 
4.2 
4  4 


4  9 
4.1 
4.1 
4  8 


NOTES: 


3  6 
39 
38 

4  0 


$10 

to 

$25 


3.7 
3  8 

3.8 
39 


4  8 
4  7 
50 
4  9 


4  2 
4.2 
3  9 
3.7 


4.2 
4.4 

4.3 
38 


3.7 
38 
3  8 
3.6 


Deposits  in  millions  of  dollars 


$25 

to 

$50 


3.5 
3.5 
3  8 
3.7 


4.7 
4  6 
4  5 
4  8 


3  8 
3  9 
3  6 
3.7 


4.1 
4.5 
4  6 
4  6 


3  6 
3  7 
3.7 
3.7 


$50 

to 

$100 


3  2 
3.2 
3  6 
3.4 


$100 

to 

$500 


4  7 
4.5 

5  0 
5.1 


3.4 
3.4 
3.2 
3  1 


5  1 
46 
5.1 
4  7 


3  5 
3.5 
3.7 
3  6 


3  2 

3.4 

3.5 
3.5 


4.5 
4  2 
4  7 
4.7 


3.0 

3.1 

29 

2.7 


4  4 
3  9 

4.4 

4.5 


$500 

to 

$1,000 


4  2 
38 

4.4 

4.5 


3  9 
38 
4.1 

4  3 


3  0 
3.1 
2  8 
2  6 


3.4 
34 
3  6 

3.5 


35 
2  8 
3.4 
3  2 


3  6 
34 
3.7 
3.7 


$1,000 

or 

more 


4  4 
4  4 
5.1 
4  8 


4  4 
4  1 
4  7 
4  8 


35 

3.4 

34 

3.4 


4  1 
29 
4  1 
4,0 


4  0 

3  9 

4  3 
4.3 


All 

national 

banks 


35 
3  6 
38 
3.7 


4  7 
4  5 
4  8 
4  9 


3.7 
3  8 
3.5 
35 


4  4 

4.3 
4  4 

4.4 


3  6 
3  6 
3.7 
3.7 


°J  individ?al  banks'  percentages  of  loans  past  due  with  each  bank  accorded  the  same  weight  re¬ 
month  md^caS  SnhJinH  S  ^  percentages  are  based  on  dollar  value  of  loans  past  due.  All  figures  are  as  of  the  last  day of  the 
otheMoan^See  techni^^note^arend^f3 Table^\-2C ins  1  u  l0ns'  'oans  for  purchasing  or  carrying  securities,  loans  to  farmers  and  all 
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Table  A-20 

Average  banks’  percent  of  loans  past  due,  by  assets,  September  1980  to  June  1981 


Assets  in  millions  of  dollars 


Less 

than 

$10 

$10 

to 

$20 

$20 

to 

$25 

$25 

to 

$40 

$40 

to 

$100 

$100 

to 

$300 

$300 

to 

$900 

$900 

to 

$5,000 

$5,000 

or 

more 

All 

national 

banks 

Real  estate 

Sept  1980 

4.0 

3.7 

3.7 

3.5 

3.3 

3.2 

3.5 

4.5 

4  7 

3.5 

Dec  1980  . 

4.0 

3  6 

4.0 

3.7 

3.3 

33 

3.5 

4  2 

4.9 

3.6 

Mar  1981 

4.2 

38 

3.8 

3.9 

36 

3.5 

3.9 

4.9 

5.4 

3  8 

June  1981 

3.8 

3.9 

4.0 

3.7 

3.6 

3.4 

3.8 

4.9 

4  8 

3.7 

Commercial  and  industrial 

Sept  1980 

4.6 

4  8 

4.8 

4.7 

4  7 

4  6 

4.1 

4.3 

4.4 

4.7 

Dec  1980 

4  3 

4.5 

4.6 

4.7 

4.4 

4  3 

4.1 

3.9 

4.2 

4.5 

Mar.  1981 

4.4 

5.1 

4.6 

4.7 

4.9 

4  8 

4.5 

4.5 

4.5 

4.8 

June  1981 

4,8 

5.0 

4.6 

4.9 

5.0 

4  7 

4.5 

4.7 

4.1 

4.9 

Personal 

Sept  1980 

4  0 

4.1 

4  4 

4.0 

3.6 

3.0 

2.8 

3.5 

3.7 

3.7 

Dec  1980 

4.2 

4  3 

3.8 

4  2 

3  6 

3.1 

2.9 

3.4 

3.6 

3.8 

Mar  1981 

4.0 

3.9 

3.7 

3  8 

3.4 

2.9 

2.7 

3.3 

3.3 

3.5 

June  1981 

4.1 

3.8 

2.6 

3.7 

3.4 

2.8 

2.5 

3.2 

3.0 

3.5 

All  other 

Sept  1980 

3.9 

4.8 

3.5 

4.2 

4.6 

4  7 

3.6 

4  2 

4  3 

4.4 

Dec.  1980 

3.8 

4.2 

3.9 

4  8 

4.5 

4  2 

2  9 

3.7 

4.1 

4.3 

Mar.  1981  . 

3.9 

3.5 

4  4 

5  1 

4.7 

4  8 

3.7 

4.2 

4.0 

4.4 

June  1981 

4.8 

3.4 

3.8 

5.0 

4.4 

5.1 

3.4 

4.1 

3.9 

4.4 

Total  loans 

Sept  1980 

3.5 

3.5 

3.8 

3.7 

3.5 

3.4 

3.4 

4,0 

4.0 

3.6 

Dec  1980 

3.6 

3.6 

3.8 

3.9 

3.6 

3.4 

3.4 

3.8 

3.9 

3.6 

Mar.  1981 

3.5 

3.6 

3.8 

3  9 

3.7 

3.6 

3.7 

4.2 

4.1 

3.7 

June  1981 

3.7 

3.6 

3.6 

3  8 

3.7 

3.5 

3.6 

4.2 

3.8 

3.7 

NOTES:  Percentages  reported  are  averages  of  individual  banks'  percentages  of  loans  past  due  with  each  bank  accorded  the  same  weight  re¬ 
gardless  of  size,  those  individual  bank  percentages  are  based  on  dollar  value  of  loans  past  due  All  figures  are  as  of  the  last  day  of  the 
month  indicated  'All  other"  includes  loans  to  financial  institutions,  loans  for  purchasing  or  carrying  securities,  loans  to  farmers  and  all 
other  loans.  See  technical  notes  at  end  of  Table  A-21 . 
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Table  A-21 


Average  banks'  percent  of  loans 


Foreign  office  loans 
Sept.  1980 
Dec  1980 
Mar.  1981 
June  1981 


past  due  at  foreign  offices,  September  1980  to  June  1981 


$300 

to 

$900 


Assets  in  millions  of  dollars 


$900 


$5,000 


to 

$5,000 


or 

more 


0  7 
1.1 
1.8 
1  9 


1.2 

14 

1.0 

1.1 


12 
09 
09 
0  7 


All 

national 

banks 


1.1 
1  3 
1  1 
1.1 


NOTES 


narrifpQ1? nf °,f  indlvldual  banks'  Percentages  of  loans  past  due  with  each  bank  accorded  the  same  weight  re- 
nf  r  '  h  f?  ,dlvldual  ba"k  Percentages  are  based  on  dollar  value  of  loans  past  due  They  represent  averages  of  the  total 

ESs  a"e  as  oHhe  las“ay  oTlhfmonrn  IndSSZ "a"0"a'  ^  Wf"Ch  l0rei9n  0,,lce  loans  ou,s,andl"9  °"  "*><*  dale  All  l,g- 


TECHNICAL  NOTES: 


liclv!  Dth6  ^afa~Be9inning  November  1974,  all  national  banks  were  requested  to  submit  bimonthly  reports 
aTc9iheir  03nS  outstandin9  and  amount  past  due  as  of  the  end  of  the  month.  Beginning  with  September 
19  75,  the  reports  have  been  collected  quarterly  to  coincide  with  call  report  dates.  The  primary  purpose  of  the  data 
is  to  assist  the  Office  in  monitoring  the  performance  of  individual  banks.  However,  the  Office  periodically  provides 
aggregate  or  average  figures  for  public  use.  y  M 


Past  Due  Loan  Criteria— Banks  are  directed  to  use  the  same  criteria  used  by  national  bank  examiners  as  this  re- 
port  is  a  supplement  to  the  regular  examination  report.  That  is,  loans  past  due  are:  (1)  beginning  with  December 
197  7,  single  payment  notes  15  days  or  more  past  maturity— prior  to  that,  six  days  or  more  past  maturity;  (2)  single 
payment  notes  with  interest  due  at  specified  intervals  and  demand  notes  on  which  interest  is  due  and  unpaid  for  15 

days  or  more:  and  (3)  consumer,  mortgage  or  term  loans  payable  in  regular  installments  on  which  one  installment 
is  due  and  unpaid  for  30  days  or  more 


Loan  Categories— The  loan  categories  for  this  report  correspond  to  those  used  for  the  report  of  condition  except 
or  Other  Loans.  Other  Loans  includes  loans  to  financial  institutions,  loans  for  purchasing  or  carrying  securities, 
loans  to  farmers  and  all  other  loans  not  included  in  the  specified  categories. 

National  Bank  Regions— Region  1:  Connecticut,  Maine,  Massachusetts,  New  Hampshire,  Rhode  Island  and  Ver¬ 
mont,  Region  2:  New  Jersey,  New  York,  Puerto  Rico  and  Virgin  Islands;  Region  3:  Delaware  and  Pennsylvania  Re¬ 
gion  4:  Indiana,  Kentucky  and  Ohio;  Region  5:  District  of  Columbia,  Maryland,  North  Carolina,  Virginia  and  West  Vir¬ 
ginia,  Region  6:  Florida,  Georgia  and  South  Carolina;  Region  7:  Illinois  and  Michigan;  Region  8:  Alabama, 
Arkansas,  Louisiana,  Mississippi  and  Tennessee;  Region  9:  Minnesota,  North  Dakota,  South  Dakota  and  Wisconsin, 
Region  10:  Iowa,  Kansas,  Missouri  and  Nebraska;  Region  11:  Oklahoma  and  Texas;  Region  12:  Arizona,  Colorado, 
New  Mexico,  Utah  and  Wyoming;  Region  13:  Alaska,  Idaho,  Montana,  Oregon  and  Washington;  Region  14-  Califor¬ 
nia,  Hawaii  and  Nevada. 
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Index 


Addresses  and  congressional  testimony,  11-47 
Adjustable-rate  mortgage,  1-2,  21-24,  32,  47 
Administrative  actions  (See  also  Enforcement  actions 
and  Civil  money  penalties),  110-122 
Agreement  corporations,  43 
Amortization,  1-2,  23-24 

Applications  for  national  bank  charters  and  charters  is¬ 
sued,  by  states,  January  1  to  June  30,  1981  156 
Assets,  3-4,  7,  9,  16,  28-31,  37 
Assets,  liabilities  and  capital  accounts  of  national 
banks,  June  30,  1980,  and  June  30,  1981,  8 
Assets  of  national  banks: 

domestic,  by  states,  January  1  to  June  30  1981 
166 

general,  7 

June  30,  1980,  and  June  30,  1981,  8 
with  foreign  operations,  January  1  to  June  30  1981 
193  ’ 

Automatic  teller  machines,  26 
Automatic  transfer  service  accounts,  29 
Average  banks'  percent  of  loans  past  due  at  foreign 
offices,  September  1980  to  June  1981,  197 
Average  banks'  percent  of  loans  past  due,  by  assets 
September  1980  to  June  1981,  196 
Average  banks’  percent  of  loans  past  due,  by  de¬ 
posits,  September  1980  to  June  1981,  195 
Average  banks’  percent  of  loans  past  due,  by  national 
bank  region,  September  1980  to  June  1981,  194 

Bank  for  International  Settlements,  38 
Bank  Holding  Company  Act,  26 
Branching  by  banks,  26-27,  34 
Budget  Cuts,  15 

CRA  ( See  Community  Reinvestment  Act) 

Capital  accounts  of  national  banks: 
by  states,  June  30,  1981,  166 
June  30,  1980,  and  June  30,  1981,  8 
Capital  requirements,  27,  37 
Carney,  Owen,  article  by,  3-4 
Cease  and  desist  orders  (See  Enforcement  actions) 
Certificates  of  deposit,  20-21,  29-31 
Changes  in  the  structure  of  the  national  banking  sys¬ 
tem,  by  States,  January  1  to  June  30,  1981,  155 
Charters  and  chartering: 

applications,  by  states,  January  1  to  June  30,  1981, 
156 

issued,  by  states,  156 

state  banks  converted  to  national,  January  1  to  June 
30,  1981,  161 

Civil  money  penalties  (See  also  Administrative  actions 
and  Enforcement  actions),  109-110 


Committee  on  Bank  Regulations  and  Suoervisorv  Prac¬ 
tices,  38 

Community  Reinvestment  Act,  24,  27,  38,  41 
Competition  for  financial  services,  24,  26  28-29  32- 
35,  45-47 

Comptroller  of  the  Currency: 
administrative  actions,  January  1,  1981  to  June  30 
1981,  110-122 

cease  and  desist  orders  (See  Enforcement  actions) 
civil  money  penalties  imposed,  109-110 
Enforcement  actions,  109-122 
formal  agreements  of  (See  Enforcement  actions) 
memorandum  of  understanding  (See  Enforcement 
actions) 

merger  decisions,  49-108 

notice  of  charges  by,  January  1  to  June  30,  1981 
(See  Enforcement  actions) 
support  of  export  trading  companies,  16-20 
Comptroller  of  the  Currency,  addresses  of,  13-16.  25- 
28 

Comptroller  of  the  Currency,  testimony  of,  16-20,  28-41 
Condition  of  the  national  banking  system,  7-10 
Consolidated  assets  and  liabilities  of  national  banks 
with  foreign  operations,  June  30,  1981,  193 
Consolidation  of  regulatory  structure,  39-46 
Consolidations: 

national  banks  merged  or  consolidated  with  state 
banks,  by  states,  January  1  to  June  30,  1981,  162 
of  national  banks,  or  national  and  state  banks,  by 
states,  January  1  to  June  30,  1981,  163 
Consolidations  of  national  banks,  or  national  and  state 
banks,  by  states,  January  1  to  June  30,  1981,  163 
Consumer  examination,  35-36,  38 
Consumer  protection  laws,  27,  35-36,  38,  41 
Conventional  home  finance,  20 
Conversions: 

national  banks  converted  to  state  banks,  January  1 
to  June  30,  1981 ,  162 

state-chartered  banks  converted  to  national  banks, 
by  states,  January  1  to  June  30,  1981,  161 
Corporate  reorganizations: 
mergers  consummated  pursuant  to  corporate  reor¬ 
ganizations,  by  states,  January  1  to  June  30 
1981,  158 

Credit  cards  and  related  plans  of  national  banks,  bal¬ 
ances  outstanding,  by  states,  to  June  30.  1981.  175 

Depository  Institutions  Deregulation  and  Monetary 
Control  Act,  20,  25-26,  30-31 
Depository  Institutions  Deregulation  Committee.  26 
33,  39,  43,  45 

Deposit  rate  ceiling,  29,  31.  33.  40 
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Deposit  rate  controls,  24-25,  27,  31-32,  40,  45 
Deposit  rate  deregulation,  20-21,  24-26,  28,  31-34,  40, 
45-47 

Dividends  of  national  banks,  by  states,  June  30,  1981, 
176 

Domestic  assets,  liabilities  and  capital  accounts  of  na¬ 
tional  banks,  by  states,  June  30,  1981,  166 
Domestic  office  loans  of  national  banks,  by  states, 
June  30,  1981,  174 
Douglas  Amendment,  26,  33-34,  40 
Due  on  sale  clauses,  22-23 

ECOA  ( See  Equal  Credit  Opportunity  Act) 

Economy,  13-16,  28-29,  32 
Edge  Act,  7,  18-19,  33,  43 
Edge  corporations,  43,  45 

Enforcement  actions  (See  also  Administrative  actions 
and  civil  money  penalties),  109-122 
Equal  Credit  Opportunity  Act,  24,  35 
European  Economic  Community,  39 
Examination: 

for  compliance  with  consumer  protection  laws,  36, 
38 

of  bank  holding  companies,  39 
offsite,  38,  43 
of  national  banks,  37-45 
onsite,  38-39,  43 
Expenses  of  national  banks: 

by  states,  June  30,  1981,  176 
Export  trading  companies,  16-20,  27 
Export  Trading  Company  Act  of  1981,  16-20 

FFIEC  (See  Federal  Financial  Institutions  Examination 
Council) 

FIRA  (See  Financial  Institutions  Regulatory  and  Interest 
Rate  Control  Act) 

FIRIRCA  (See  Financial  Institutions  Regulatory  and  In¬ 
terest  Rate  Control  Act) 

Fair  Credit  Billing  Act,  35 
Fair  Housing  Act,  24 

Federal  Financial  Institutions  Examination  Council,  27, 
36,  39,  42-43 

Federal  Reserve  Act,  19,  37 
Financial  institutions  reform,  39-46 
Financial  Institutions  Regulatory  and  Interest  Rate  Con¬ 
trol  Act,  36 

Financial  services,  competition  for,  24,  26,  28-29,  32- 
35,  45-47 

First  Deputy  Comptroller,  address  of,  45-47 
First  Deputy  Comptroller,  testimony  of,  42-45 
Fiscal  policy,  15-16 
Fixed  rate  mortgage,  1,  20-25,  31-32 
Foreign  banks,  acquisition  of  U  S.  banks  by,  27 
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